February 1957 


THE CAN. PSU C 


CHARTERED 
ACCOUNTANT 


Development of Municipal Government 
Auditing Electronically Produced Records 
Regulatory Control of Public Utility Rates 

Accounting in the Construction Industry 


Basic Operation of Sales Financing 


ADMINISTRATIVE ACCOUNTING: Should We Sell Accounting? 
ACCOUNTING RESEARCH: Acceptance of Recent Research Bulletins 
TAX REVIEW: Recovery of Overpaid Tax 





What Do You Recommend ?... 


Year after year this single question seems to be asked us more 
frequently than any other. For an organization such as ours with 
broad experience and access to many markets, it should be easy to 
answer ... it’s part of our business. And very often it is easy to 
answer . .. it’s easy when our client has taken us into his confidence 
... we know his aims, his objectives, his requirements. Together we 
work out a program to do what he wants done, and to the best of our 
ability, we see to it that our recommendations fill his particular bill. 


You see, we at Ames regard the investing of money as a pretty 
personal business. The personal requirements of our clients demand 
our personal care, thought and study. In many, many cases, the 
personal relationship is really a “professional” relationship, and a 
competent investment adviser no more has a “universal” investment 
recommendation than a competent medical adviser has a “‘universal” 
prescription. Short term government bonds won’t produce 5% 
income ... common stocks won’t protect a short term cash 
requirement. 


So... to get back to the question ... when we make an investment 
recommendation, we like to feel that it will meet the personal 
requirements of the individual. Experience has proved to us that a 
personal, confidential relationship between investor and investment 
adviser is the only sound basis for investment recommendations. 
This, of course, means personal service . . . the type of service which 
is available to our clients . . . available to you. You will be welcomed 
in any of our offices, cr, if more convenient, we will be happy to 
discuss your personal investment program by mail. 


A. E. Ames & Co. 


Business Established 1889 


TORONTO 
MONTREAL WINNIPEG VANCOUVER VICTORIA CALGARY LONDON OTTAWA 
HAMILTON KITCHENER OWEN SOUND 5T. CATHARINES QuEBEC 
NEW YORK BOSTON LONDON, ENG. 











Keyed to people who count 


If any adding-subtracting machine ever looked, and performed, like a thoroughbred— 
well, we wager everyone who counts will agree—it’s this Burroughs Ten Key. 


Note the fresh beauty of design. Added speed and cushioned quiet operating ease, too, 
are inherent in the new “‘ BalanceTouch” keyboard. Other new extras: minus amounts 
and credit balances printed in red, and totals that automatically pop right up where 
you can see them. And, of course, you get Burroughs dependable, quality- 

engineered performance year after year after year. So much so that this 

Ten Key literally pays for itself over and over and over again. 


Free trial? Just phone our nearest branch or dealer. Burroughs 
Adding Machine of Canada, Limited. Factory at Windsor, Ontario. 


“Burroughs” —Reg. TM. 


Burroughs ‘Ten Key adding machine 
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QUICK PICTURE: 


You will find, in our monthly on trade, industry and finance, 
but authoritative articles on special 
accurate survey of current com- aspects of Canada’s economy. 

mercial activities in Canada, a Your local manager will gladly 


Commercial Letter, a quick 





CHARTERED ACCOUNTANT 
LIFE UNDERWRITER 

LEGAL COUNSEL 
CORPORATE EXECUTOR 


Sooner or later all members of this 
team will be called on for advice 
and counsel. 

Particular skill is required where a 
family business or a private company 
is concerned. 
National Trust Co. is always ready 
to co-operate by drawing on a vast 
experience in practical estate adminis- 


tration. 

Our trust officers will be glad to 
contribute at any time to 

on this important subject. 


KING STREET EAST, TORONTO, ONTARIO 
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IN THIS ISSUE 


J. R. MURRAY, C.A. 

In the next decade automatic com- 
puters can be expected to work their 
way into all phases of business, and 
accountants will have to consider the 
implications of the phenomenal de- 
velopments in data processing equip- 
ment in the light of their own re- 
quirements. Included among their 
problems will be those relating to 
auditing. In “Auditing Electronical- 
ly Produced Records”, Robert Mur- 
ray sets forth the internal control of 
electronic systems and examines some 
of the changes in auditing techniques 
with which the auditor may be con- 
fronted. Up to now electronics has 
created no unusual auditing prob- 
lems, but future developments may 
bring problems of greater complexity. 

Mr. Murray has worked closely on 
his subject and recently spent more 
than two months in New York and 
Chicago taking part in an intensive 
training course on punch card and 
electronic data processing machines. 
He is associated with the Toronto of- 
fice of Deloitte, Plender, Haskins & 
Sells and obtained his certificate in 
chartered accountancy in 1955. 


K. GRANT CRAWFORD 

It is only when the cellar floods in 
the spring, when the children trudge 
before daybreak to attend staggered 
classes, and the householders get 
their tax bills with local improvement 
charges, that Mr. Citizen begins to 
take a real interest in municipal f- 
nance. What lies behind such a 
statement, made by Grant Crawford, 
is worth exploring and if the reader 
will turn to this article “Develop- 


ment of Municipal Government in 
Canada”, the first of a series on muni- 
cipal finances, he will obtain a better 
understanding of how the municipal 
system works, and why, in some 
cases, it does not. 

Mr. Crawford is a Professor of Po- 
litical Science and was recently ap- 
pointed Deputy Minister of the De- 
partment of Municipal Affairs of the 
Province of Ontario. From 1946 to 
1956 he was an alderman of the City 
of Kingston and during that period 
served on a number of committees of 
important municipal associations. He 
has established himself as a leader 
in the field of municipal affairs 
through his many thoughtful studies 
and is the author of “The Municipal 
Council and Councillors in Ontario”, 
“Canadian Municipal Government”, 
“Canadian Municipal Pension Plans”, 
etc. 


W. M. KARNEY, C.A. 

Although construction contracting 
ranks high among Canadian indus- 
tries in volume of business done, ac- 
counting for contractors does not 
seem to receive much attention 
among technical authors, writes Wil- 
liam M. Karney, which prompted 
him to contribute his article on “Ac- 
counting in the Construction In- 
dustry”. The writer stresses that 
the most important single element of 
a construction company, apart from 
an experienced crew, is a capable 
estimating and costing department. 
No other type of business is more 
hazardous, he feels, as the number 
of business mortalities each year 
bears out. 

Mr. Karney has had special ex- 
perience in presenting a balanced 
discussion of the issues involved. For 
the past three years he has been 
chief accountant and internal auditor 
with Mannix Limited of Calgary, a 


Continued on page 102 
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PROFIT POWER 


into this electronic brain 


UNIVAC FILE-COMPUTER 


Univac File-Computer will open up a vast new 
world of profits because it will. . . 


whip through your routine accounting chores in a 
fraction of the time, for a fraction of the cost. 

keep full, up-to-the-moment records on large volumes 
of fast-moving items or accounts. 

provide fast, accurate answers to your vital profit 
and loss questions—guide management action. 
furnish you with large-scale surveys and reports 
impossible with conventional methods. 


Why not let us show you how the PROFIT-POWER of 
Univac File-Computer can help you reduce costs .. . seize 
opportunities . . . please customers . . . get the jump on 
competition. Call your local branch or write for free folder: 
“A Big New Step Toward the Automatic Office,” today. 


Remington. Frand. 


LIMITED 


984 BAY STREET, TORONTO Branches across Canada 


AUTOMATION FOR CANADIAN BUSINESS 
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leader in the heavy construction in- 
dustry. He graduated from the Uni- 
versity of Alberta with honours and 
a B.Com. degree, and received his 
certificate in chartered accountancy 
in 1953, when he became a member 
of the Institute of Chartered Account- 
ants of Alberta. 


ROSS M. SKINNER, C.A. 

A public utility is a business which 
is peculiarly important to the life of a 
community. The public interest in 
such an organization is normally 
manifested in one of two ways: either 
by public ownership or by public 
regulation of privately owned utili- 
ties. There is a pattern to the regu- 
latory process and the accountant 
must certainly be familiar with all the 
problems if he is to contribute his 
share of skill and knowledge in estab- 
lishing an equitable utility rate struc- 
ture. In “Regulatory Control of Pub- 
lic Utility Rates” Ross Skinner writes 
up the regulatory processes involved 
and discusses some of the important 
problems faced today by those who 
have jurisdiction over the utility regu- 
lations. 

Mr. Skinner makes his points out of 
first hand knowledge on the subject, 
for he has specialized in this type 
of work and in recent years has par- 
ticipated in several rate hearings in 
Ontario and British Columbia. He 
has been a member of the Institute of 
Chartered Accountants of Ontario 
since 1949 and two years ago was 
made a partner of Clarkson, Gordon 
& Company of Toronto. 


WATSON W. EVANS, C.A. 

In addition to the prime function 
of furnishing funds for wholesale and 
retail financing, the sales finance 
companies extend many other ser- 
vices to manufacturers, dealers and 
the public. Their role in the Cana- 





dian economy today is one of major 
importance when it is borne in mind 
that this year those companies operat- 
ing in Canada will purchase from 
manufacturers $1,250,000,000 worth 
of finished goods for the account of 
dealers and will purchase consumer 
commitments from dealers in excess 
of one billion dollars. In “The Basic 
Operation of Sales Financing”, Wat- 
son Evans reports on a sales finance 
company’s chief functions and con- 
siders some of the factors in grant- 
ing instalment credit. He goes on to 
explain the method of financing 
which he points out is different from 
that of other corporate financing. 

Mr. Evans is a director and vice- 
president, operations, Traders Fi- 
nance Corporation Limited of Tor- 
onto. Before joining the company in 
1949 as internal auditor, he obtained 
his certificate in chartered account- 
ancy in the Toronto office of Price 
Waterhouse & Company. He is a 
member of the Institute of Chartered 
Accountants of Ontario. 


CECIL A. ELLIS, C.A. 

The objectives of the United Na- 
tions are far broader than the main- 
tenance of peace and _ friendship 
among nations. They include the 
raising of the standards of living 
throughout the world, and business, 
moreover, has a special interest in 
them. The Technical Assistance 
Board works under the authority of 
the Economic and Social Council and 
sets as its target the building of a 
world of greater prosperity and sta- 
bility. Increasing attention is now 
being given to public administration 
and in “An Accountant in Foreign 
Service”. Cecil Ellis gives the reader 
an insight into how the accountant 
can help and what opportunities are 
open to him. 

Mr. Ellis has been a member of the 


U.N. Technical Assistance Missions in 
Continued on page 104 
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WIRE TELETYPE / INTEGRATED DATA PROCESSING 
FOR EFFICIENT 
INTER-BRANCH OPERATIONS 


IDP is automation—today’s efficient method 
of integrating paper work between branches. At 
the heart of IDP is Private Wire Teletype—the 
communication system that makes time saving and 
money saving operations possible. 

You owe it to your business to investigate 
IDP and Private Wire Teletype—have our com- 
munications specialists show you how you can 
benefit in scores of ways. Call the telegraph 


office nearest you. 


OTHER COMMUNICATIONS SERVICES 
Inquire about Facsimile Services 







Linked with Western Union 
for Canada-U.S.A. PW Service 


CANADIAN [wt Cloly CANADIAN 
NATIONAL Ge ~~ 


SERVICE PACIFIC 














CP-CN TELECOMMUNICATIONS SERVE ALL CANADA 
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LEADERS IN ALL PHASES 
OF REAL ESTATE 
BACKED BY OVER 

FORTY YEARS EXPERIENCE 


Sales Appraisals 


Mortgages Insurance 


Property Management 
Leasing 


BOSLEY™ 


TORONTO, ONT. 
Somerset House, 27 Wellesley St. East 


° MONEY 
TO BURN? 


When records burn it is exactly the 
same as losing cash—but may mean 
an even greater loss—it may mean that 
business must be permanently  sus- 
pended. 

How to insure that vital records will 
survive a fire is told in a helpful circu- 
lar entitled “Round the clock—on the 
spot FIRE PROTECTION for all import- 
ant records” 

We'll send a complimentary copy of 
the story of Shaw-Walker FIRE-FILES 
—just call Hickory 4-667! (Toronto) or 
Liberty 4-2851 (Hamilton) 
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Office Supplies @ Printing @ Business Furniture 


6-14 Wellington St. W. 
332 Bay St. - 115 Yonge St. 
35 Bloor St. E. - Lawrence Plaza 
TORONTO 


“The Centre’ HAMILTON 
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Colombia, Bolivia, Chile and Iran 
during the past five years. He has 
acted’ as advisor to the governments 
of these countries in the accounting 
aspects of public and financial ad- 
ministration, public utility rates and 
financing. He was formerly chief ac- 
countant of the Provincial Electricity 
Board for the Province of Quebec 
and has been associated with leading 
international firms of public account- 
ants throughout Europe and most 
countries of South America. Mr. El- 
lis is a member of the Institute of 
Chartered Accountants of Ontario 
and the Society of Incorporated Ac- 
countants. 


EDITORIAL 

In this complex day and age, where 
industry is becoming ever more intri- 
cate, it is difficult to think of improv- 
ing the educational standards for the 
potential chartered accountant with- 
out considering an appropriate train- 
ing program for those who graduated 
10 to 20 years ago. Upon becoming 
a member of the profession, today’s 
chartered accountant has not crossed 
a great divide but has merely evolved 
into a new area necessitating a con- 
tinuing process of educational de- 
velopment. A discussion of some of 
the present weaknesses in post-gradu- 
ate training and a few helpful sugges- 
tions are provided by John L. Helli- 
well in this month’s editorial “Post- 
Graduate Training for the Chartered 
Accountant”. Mr. Helliwell is a part- 
ner in the firm of Helliwell, Maclach- 
lan & Co., Vancouver, B.C. and sec- 
ond vice-president of the Canadian 
Institute of Chartered Accountants. 
He has been a member of the Insti- 
tute of Chartered Accountants of 
British Columbia since 1928 and was 
appointed a Fellow of that Insti- 
tute in 1955. 
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New Chapter in U.K. Accountancy 


Details of a scheme of outstanding 
importance to the accountancy pro- 
fession in the United Kingdom were 
announced in the December 22 issue 
of The Accountant. The proposals 
which are now before the members 
in practice of the English, Scottish 
and Irish Chartered Accountants In- 
stitutes and the Society of Incorporat- 
ed Accountants will be put to the 
vote at a special meeting in the Royal 
Festival Hall, London, on February 
19, 1957. In essence they are that the 
Society with a membership of almost 
11,000 would be integrated with the 
three Institutes and that its members 
in practice and other members whose 
qualification was obtained after ex- 
perience in the offices of accountants 
practising in the U.K. and Ireland 
would be offered membership of one 
of the three Institutes with the right 
to the description “Chartered Ac- 
countant”. Remaining members of 
the Society would be offered mem- 
bership of the English Institute in a 
new class of membership with the 
designation “Incorporated Account- 
countant”. The English Institute 
would receive by far the greatest 
number of the Society’s members and 
it is estimated that its membership 
would be raised from 19,112 to a fig- 
ure just short of 29,000. 


Describing the advantages to be 
derived from the proposals, the Eng- 
lish Institute states that the scheme 
“would be a material step towards 
the integration of the profession” and 
make “a clear distinction between the 


COMMENTS 


chartered qualification and that of 
other bodies”. The Society in its ex- 
planatory material says that in reach- 
ing its decision it was influenced by 
the fact that the public is confused 
by the present multiplicity of ac- 
counting bodies and that the integra- 
tion of the Society with the Institutes 
would enable the profession to put 
forward its views with “far greater 
authority than has formerly been pos- 
sible”. 


Pensions Brief Presented 


The federal government was re- 
cently urged to allow the same tax 
exemption treatment on pension fund 
contributions made by persons carry- 
ing on a business or practising a pro- 
fession as is provided for employees 
under a registered pension plan. 

The request was contained in a 
joint brief to Walter Harris, Minister 
of Finance, by the Canadian Institute 
of Chartered Accountants and the 
Canadian Bar association. 


The request for an amendment to 
the tax regulations arises from a con- 
viction that a person who works 
should be encouraged during his pro- 
ductive years to lay aside provision 
for retirement, and high rates of in- 
come tax make it difficult for a work- 
er to set aside enough during his 
period of high earnings when the 
family is growing up to provide for 
himself and his dependents in later 
life. The brief pointed out that the 
privilege of deducting contributions 


to pension funds is open to employ- 
Continued on page 106 
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ees, through the provisions of the act 
covering registered pension plans. It 
submitted that similar consideration 
should be given to self-employed 
people and also to employees who do 
not have access to a registered pen- 
sion plan so that all workers may be 
placed on the same footing regardless 
of whether they are employed or self- 
employed. 


The chartered accountants and 
lawyers recommended that anyone 
who does not have access to a regi- 
stered pension plan should be allow- 
ed to purchase an annuity policy 
from an authorized underwriter. The 
policy could be specially endorsed 
and premiums paid could be deduct- 
ed from taxable income. 


‘Vhen the annuity became due, 
payments would be taxable in the 
hands of the recipient. Also, a pre- 
mium receipt for an endorsed policy 
would serve to support a deduction 
from taxable income. It was suggest- 
ed that payments made under an en- 
dorsed policy would be reported by 
the insurance company on a form 
similar to the T4 form. Anyone with 
access to a registered pension plan 
but who does not obtain the full limit 
of exemption would be entitled to 
purchase an endorsed policy to make 
up the difference. 


The brief pointed out that an 
earlier objection to the principle of 
tax exemption for the pension contri- 
bution of the self-employed was the 
loss of revenue which would result. 
“If the loss of revenue is important, 
presumably the general tax rates 
should be raised and to argue other- 
wise would be to suggest that it is 
better to retain discrimination than 
to eliminate it.” 


The brief was presented to Mr. 
Harris by P. P. Hutchison, Q.C. for 


the Bar Association and James A. 
deLalanne, first vice-president of the 


CILC.A. 


New EDP Centre Opened 

The largest electronic computing 
and data processing centre in Can- 
ada was opened in Toronto last 
month by Internationai Business Ma- 
chines Company Limited. The centre 
uses two computers, one of which can 
do 60 multiplications of ten-digit 
numbers per second, 50 divisions per 
second or 200 additions or subtrac- 
tions per second, checking the ac- 
curacy of its answers at the same 
time. It is expected that a wide va- 
riety of scientific, actuarial and ma- 
thematical problems will be solved 
at the centre. One job, an elaborate 
statistical regression problem which 
would have required two weeks to 
complete by manual methods, was 
handled by the centre in 30 minutes. 


Canadians Most Highly Insured 

At the end of 1956 Canadians own- 
ed an estimated $29.5 billion in life 
insurance, about $3 billion more than 
at the end of the previous year. With 
insurance in force equal to 130% of 
the national income, Canadians are 
still the most highly insured people 
in the world. About $4.1 billion new 
life insurance was written during 
1956, compared with $3.4 billion in 
1955. 


The Canadian Life Insurance Off- 
cers Association estimate that benefit 
payments to Canadian families am- 
ounted to $360 million during the 
year, with death payments increased 
to $135 million over $125 million last 
year. Payments to living policyhold- 
ers totalled $225 million and over $60 
million was paid out in accident and 
sickness benefits. 


Continued on page 10% 
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‘‘Friden certainly keeps figures right up to date!” 


All automatic Friden calculators clear automatically after 
each calculation! When you’re working for speed, accuracy and 
more and more profits, work with a Friden. Payrolls, inventory, 
invoices — whatever your calculating problem, there’s an automatic 
Friden calculator for the job. No need to check the Friden’s keyboard, 
no chance of old answers being left to throw you off. And no 
wasted time positioning the carriage—it re-positions automatically ! 
Save time —and money. See this for 


yourself: Friden does more opera- od 
tions without operator decisions than 
any automatic calculator. 


FIGURES FASTER 










Learn more about the time-saving 
Friden—{( priced much lower than 
you'd think !) Write or phone 
for a remarkable 15-minute 
demonstration. No obligation 

of course. 


Sales and Service across Canada 


JOSEPH McDOWELL SALES LTD., CANADIAN DISTRIBUTORS, 992 BAY ST., TORONTO 
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Management Services Classified 

A pamphlet entitled “A Classifica- 
tion of Management Services by 
C.P.A.’s” has recently been published 
by the American Institute of Ac- 
countants. Prepared by the AIA 
Committee on Management Services 
by C.P.A.’s, under the chairmanship 
of Roger Wellington, the publication 
is described as “a first step in explor- 
ing the developments in this area of 
professional accounting practice”. It 
distinguishes 9 major areas of busi- 
ness management, with a 10th group 
for certain miscellaneous services. 


AIA Name Change 

A proposal to change the name of 
the American Institute of Account- 
ants to the American Institute of 
Certified Public Accountants has 
been adopted by the membership of 
that Institute, it was reported re- 
cently. 


Answers for Bankers 

A booklet entitled “40 Questions 
and Answers about Audit Reports” 
has been sent to 21,000 bankers by 
the American Institute of Account- 
ants. The booklet answers in non- 
technical language questions com- 
monly asked by bankers about CPA 
audits, opinions and reports. 


Electronics Can Be Fun Too 

According to a report in The Con- 
troller, November 1956, electronic cal- 
culators are being put to a few re- 
creational uses for the benefit of man- 
kind. Their recent activities include 
the following: 

1. An IBM 704 can play checkers. 
A research advisor for IBM has pro- 
grammed information about the rules 
and strategy of checkers so that the 
machine is a worthy opponent for any 


checkers enthusiast. It can look ahead 
for four moves and will sacrifice two 
pieces in a row in order to make a 
triple jump. 

2. An Illiac at the University of 
Illinois has been programmed to com- 
pose music. The problem was to re- 
state music values in terms of math- 
ematics and put the rules of counter- 
point into language which was mean- 
ingful to the computer. The result 
was a 17-minute composition called 
the “Illiac Suite”. 

8. A group of professional gamblers 
rely on an electronic computer to tell 
them how to bet on baseball games — 
and they claim to have won. 


Income Tax Recommendations 

The annual joint brief on amend- 
ments to the Income Tax Act was 
presented to the Ministers of Finance 
and National Revenue in Ottawa on 
January 25 by the Canadian Bar As- 
sociation and the Canadian Institute 
of Chartered Accountants. 


In the News 

Writ1AM G. STEPHEN, student of 
Winspear, Hamilton, Anderson & Co., 
Chartered Accountants, Calgary, was 
awarded the gold medal of the So- 
ciety of Industrial and Cost Account- 
ants for the highest marks in Canada 
in advanced cost accounting, This is 
the first time the award has gone to 
Alberta. 


Such Is Fame 

A recent caller at the Ottawa head- 
quarters of the Royal Commission on 
Canada’s Economic Prospects has this 
story to tell: 

While he was waiting in the recep- 
tion room a clerk, bearing a mis- 
directed letter, appeared from an 
office just across the hall to enquire 
plaintively of the receptionist, “Is 
there a Walter Gordon working here?” 
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Simplest accounting 
machine 


keyboard 
of all 


time! 
with exclusive 
10-KEY TOUCH OPERATION 


The multi-purpose machine designed to meet the 
accounting requirements of modern business. It’s so 
easy to operate too! Anyone in your office can 

learn to operate an Underwood Sundstrand in just a 
few minutes .. . just 10 numeral keys . . . all arranged 
in logical sequence under the finger tips of one hand. 


The famous, fast, accurate Sundstrand 10-key keyboard — 
is an Underwood “exclusive” in the accounting machine field; it minimizes hand motion... 
helps your operators turn out more work, with greater ease, and in less time. 


You will appreciate Underwood Sundstrand’s time-saving versatility too, for switching from 
one application to another on an Underwood Sundstrand Accounting Machine is 
accomplished in seconds. 


Use the coupon below, to send for the whole Underwood Sundstrand “speed, simplicity, 
and versatility” story. 


Underwood Limited 


Underwood Limited, 135 Victoria St., Toronto 1, Ont. 





| 
| 
Sundstrend | Please send me your illustrated folder describing the time and 
ACCOUNTING MACHINE DIVISION eee semroees advantages of Underwood Sundstrand Accounting 
Head Office: 135 Victoria St., ooo ‘ 
Toronto 1, Ontario Ve | emer 
bee | COMPANY... 
COMPANY OWNED BRANCHES AND SERVICEIN The Original | 
ALL PRINCIPAL CANADIAN CITIES = I ADDRESS....... 
Keyboard 
‘ 





109 








Te ee 


er 


LIES 


apres 


APPEAL PROCEDURE 
Downsview, Ont. 


Sir: On page 353 of the October 1956 issue 
of your monthly magazine Melville Pierce 
states: 

“A taxpayer who desires to appeal 
from an assessment has his choice of 
tribunals. He may appeal to the Income 
Tax Appeal Board or, if he prefers, he 
may appeal to the Exchequer Court of 
Canada. If he chooses the former he has 
a further right to appeal from its de- 
cision, should it be against him, to the 
Exchequer Court, and the Minister like- 
wise has a right to appeal from an ad- 
verse decision of the ITAB to the Ex- 
chequer Court.” 


This is not correct procedure although 
factually right. Where a taxpayer wishes 
to appeal from an assessment, his first step 
is to file a Notice of Objection in duplicate 
with the Deputy Minister of National 
Revenue for Taxation in Ottawa by regis- 
tered mail. 

Section 58(3) of the Income Tax Act 
reads as follows: 

58.(3) Upon receipt of the notice of 
objection, the Minister shall with all due 
despatch reconsider the assessment and 
vacate, confirm or vary the assessment or 
re-assess and he shall thereupon notify 
the taxpayer of his action by registered 
mail. 

It is most significant to note that the 
appeal stage outlined by Mr. Pierce cannot 
be reached without the preliminary step of 
filing a Notice of Objection first. This 
Notice of Objection will be dealt with by 
the Appeal Section of the Legal Branch of 
the Taxation Division. During the de- 
partmental investigation the taxpayer will 
have the opportunity of discussing his case 
with the relevant officers of the district 
office concerned, or similar officers in the 


office of the Deputy Minister of National 
Revenue in Ottawa. 


There is no authority in the Income Tax 
Act which enables a taxpayer to appeal 
directly to the Income Tax Appeal Board 
or the Exchequer Court without first having 
filed a Notice of Objection with the depart- 
ment in the manner outlined in the In- 
come Tax Act. 

Irvinc H. FRASER 


STANDARDS OF EDUCATION 
Toronto, Jan. 7, 1957 


Sir: I have just read Mr. King’s article in 
the January issue entitled, “Attracting Stu- 
dents to the Profession”. This is a report 
on the report of a Special Committee on 
Recruitment and Training. I had already 
requested a copy of the committee’s report 
but been informed that it was not available 
to members. 


The reason for my enquiry was to learn 
the committee’s views on the matter of edu- 
cation, as distinct from training. This is 
covered in a paragraph in Mr. King’s 
article, indicating that in the future it is 
expected that theoretical training will be 
secured through educational institutions 
such as universities. Presumably the term 
“theoretical training” relates to matters 
close to the practice of the profession, such 
as accounting, auditing, and taxation. From 
this, I judge that the broad aspects of 
higher liberal education do not find a place 
in the report. This is somewhat disap- 
pointing in view of the fact that the mat- 
ter has recently received consideration in a 
report of the American Institute of Ac- 
countants. (Commission on Standards of 
Education and Experience for Certified 
Public Accountants — see August 1956 is- 
sue of The Journal of Accountancy.) 


It occurs to me that Canadian account- 


ancy is unique amongst the learned profes- 
Continued on page 112 
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FULLY AUTOMATIC 
MARCHANT FIGUREMASTER 


Modern Management Counts on Marchant 


Fast ? les 
almost frightening!” 


The fastest calculator of all is Marchant. 
That’s because a Marchant’s dials are 
driven smoothly and quietly by its 
unique, constantly meshed train of pro- 
portional gears at 1,300 counts per 
minute—twice the speed of any other 
calculator. 

The Marchant has other important 
advantages, too. Ease of operation is 
one. Trouble-free dependability is an- 
other—hand in hand with time and 
money saved. And the Marchant gives 
you continuous proof—a straight-line, 
true-figure dial check of every number 
entered during a calculation. 

What do those advantages add up to? 
To your assurance of the utmost accu- 
racy in your figurework, and to a more 
efficient and profitable operation of your 
business. 


MARCHANT 
CALCULATORS 


26 DUNCAN ST., TORONTO 2-8, ONT. 
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sions in the minor acknowledgment it makes 
to liberal arts. It is becoming increasing- 
ly apparent to most practising members 
that the breadth, variety, and complexity of 
problems referred to practising members 
places greater emphasis on judgment and 
the exercise of wisdom over and above 
the application of techniques. Furthermore, 
philosophers tell us that judgment and wis- 
dom can be best stimulated by traditional 
education. Perhaps the Canadian account- 
ing profession is too young to establish 
high educational standards even though 
other equally young accounting institutes 
have done so; perhaps accounting students 
cannot stand the financial burden of higher 
learning even though divinity students must 
do so. 

While the views I express may have gen- 
eral acceptance the difficulty will arise in 





directly. 


CHANGE OF ADDRESS 


Members and students who change their address and advise 
The Canadian Institute of Chartered Accountants of such 
change should also notify their own provincial Institute. 

Periodic reconciliations of mailing lists are carried out but to 
ensure prompt receipt of all provincial Institute mail, it is 
essential that the secretary of the provincial Institute be notified 





their implementation and that is where I 
sought guidance in this report. It does not 
seem to me that the recommendations make 
much concession to university graduates in 
that with an Arts degree they would be re- 
quired to serve three years as students and 
with a Commerce degree two years. This 
is presumably contrasted with five years as 
a high school graduate. Accordingly, these 
recommendations would bring us very little 
closer to a basis of higher learning which I 
consider as being fundamental to the prac- 
tice of a profession. 

Without study it is difficult to criticize 
the report’s recommendations but I am dis- 
appointed that the committee was unable 
to find some means of greater encourage- 
ment to university graduates or was not 
prepared to recommend some _ university 
education as a prerequisite. 


KENNETH LEM. Carrer, F.C.A. 
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Capital for Industry 








Providing capital funds for growing Canadian industries 
is an essential service performed by the corporate under- 
writer. Our underwriting department has been closely 
associated with the growth and expansion of the Can- 
adian economy over the past thirty years and has origin- 
ated and participated in numerous representative issues 
of corporate securities. 











Our services are always available without obligation 
to members of the accounting profession 






Gairdner & Company Limited 


320 Bay Street, Toronto 
EMpire 6-8011 
Montreal Kingston Quebec Calgary Vancouver 


Hamilton Kitchener London Edmonton Winnipeg 
New York 









COAST TO COAST SERVICE 


Members of the Accounting profession are invited 


to discuss Estate and Trust problems with our 


Managers at any of our offices across Canada 


THE CANADA PERMANENT 


TRUST COMPANY 


HEAD OFFICE: 320 BAY STREET, TORONTO, ONT. 


HON. T. D’ARCY LEONARD, C.B.E., Q.C., President 
W. LEO KNOWLTON, Q.C., General Manager 


BRANCHES: HALIFAX, SAINT JOHN, MONTREAL, PORT HOPE, TORONTO, HAMILTON, 
BRANTFORD, WOODSTOCK, WINNIPEG, REGINA, EDMONTON, 
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Editorial 


POST-GRADUATE DEVELOPMENT FOR THE CHARTERED 
ACCOUNTANT 


Because oF the efforts of successive committees on education and 
examinations, it is fair to claim that each newly graduated chartered 
accountant has been exposed to a better course of instruction, and a 
broader and more searching series of examinations, than those en- 
countered by his predecessors of five or ten years ago. To 
that extent he is a better chartered accountant, but whether or not 
improvements in training have kept pace with the growing demands 
is an open question. We can be certain, however, that highly com- 
petent and conscientious committees are continuously working to im- 
prove the instruction. As evidence, we can note, in addition to the 
separate but coordinated efforts in each Province, the following 
developments on the national level:— 

The appointment this year of a committee to bring in recom- 
mendations on long range educational policy; the 1955 report of the 
special committee on recruitment and training; the series of meetings 
held in the last three years with representatives of Canadian universi- 
ties, looking to further cooperation; the complete revision, within 
the last few years, of the course of instruction. 

Where do all these developments leave the chartered accountant 
who qualified ten years ago? He must admit that he is tech- 
nically obsolescent, if not already obsolete, unless he has at least kept 
pace with the students. Would it be just youthful brashness if a 
newly-graduated chartered accountant were to wonder at his seniors’ 
apparent ignorance of subjects thoroughly covered in today’s fifth- 
year course? 

We would not discount the value of practical experience, either 
as a supplement to theoretical training, or even as a substitute, but 
which of us, ten or twenty years after graduation, can say that his 
experience has been broad enough to equip him with all the knowl- 
edge he needs to meet the problems confronting him tomorrow? 

Some may need it more, and some less, depending on the kind of 
practical experience they get in the course of their daily work, and 
perhaps on the retentiveness of their memories, but a program 
of “post-graduate development” seems necessary for all of us. Indeed, 
a minimum program is necessary just to keep abreast, for without it 
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one not only fails to “develop”, but actually falls behind the newer 
standards of training. As Lewis Carroll puts it, 
“Now here, you see, it takes all the running you can do to keep 
in the same place. If you want to get somewhere else, you must 
4 run at least twice as fast as that!” 


es In 1954, in the course of preparing a report on the field of studies 
hs which should be included in the instruction course, a questionnaire 
was sent to prominent members of the profession. Many suggestions 
e for new studies were received, ranging from the technical and 
e specialized to the general and non-specialized. It would be safe to 
assume that most of these proposed additions represent gaps in the 
knowledge of many of our present members and that they therefore 
are a partial indication of the field to be covered by post-graduate 
studies. It would also be safe to predict that the “expanding hor- 
izons” which were the theme of the recent Halifax conference will 
ensure that the field is not finite, and that any adequate program of 
post-graduate study demands an immediate start, and has no stop- 
ping point. 

Reading seems to be the logical starting point, and discussion 
the logical continuation. Attentive reading is the easiest and quickest 
5 way of using the experience and original thought of others, while 
discussion is the easiest way of developing one’s own thought. 


Reading should cover the pages of The Canadian Chartered 
Accountant, other accounting journals, the new text books, new legis- 
lation and regulations and commentaries thereon, the bulletins of the 
Canadian and American research groups, and a selection from cur- 
rent affairs, history, literature and the sciences to fill, in part, the 
gaps in what has been acquired by way of a liberal education. 
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Discussion may range from informal conversation over a cup of 
coffee to a well organized technical session. We get fewer ready-made 
opportunities for informal discussion than lawyers and doctors who 
may exchange views with their professional brothers in court houses 
and hospitals, and in consultations. It is all the more important, 
therefore, that we avail ourselves of the opportunities provided for 
us at conventions and Institute meetings, and make additional oppor- 
tunities for ourselves. Two or more chartered accountants can 
arrange to meet together at any time without invoking the assistance 
of an Institute committee. 


The discussions of small groups meeting on their own initiative 
would in no way lessen the interest in, or need for, the more formal 
programs arranged by Institute committees. On the contrary, such 
discussions amplify and support the formal programs, because they 
are available to members residing in areas remote from the large 
cities, and develop a group of members, both interested and in- 
formed, who can lead or participate in the larger and more formal 
meetings. 














Auditing Electronically Produced 
Records 


J. R. MURRAY 


No DEVELOPMENT in modern times 
promises to make as great an impact 
on record keeping as the introduction 
of electronics into the office. Respon- 
sible personnel of enterprises con- 
templating the use of electronic 
equipment are well warranted in 
their concern about the many prob- 
lems that may accompany these 
changes. Included among these prob- 
lems will be those relating to audit- 
ing. Thus, independent accountants 
must consider the audit problems 
likely to arise and be prepared to 
cope with them. 


Form and Content of Electronically 
Produced Records 

To the present time, the form and 
content of records available in elec- 
tronic systems are basically the same 
as of records in manual and mechan- 
ical systems, i.e. ledgers, journals, 
registers, payrolls, vouchers, requisi- 
tions, and other conventional docu- 
ments. Any auditing problems relat- 
ing to electronically produced re- 
cords must, therefore, arise out of 
the circumstances in which the re- 
cords are prepared. 


Review of Internal Control 


The standard auditing practice of 
reviewing the system of internal con- 


trol comprehends, in great measure, 
an analysis of the circumstances in 
which accounting records are pro- 
duced. The concentration of account- 
ing functions which frequently ac- 
companies electronic data-processing 
may appear to create internal con- 
trol deficiencies. However, such de- 
ficiencies may be overcome by other 
types of control. The situation is no 
different, in principle, from that 
which arises when tabulating equip- 
ment is introduced. The principal 
auditing concern is to identify the 
existing controls and to evaluate their 
effectiveness — a problem with 
which the auditor is well acquainted. 


Control over Source Documents 


Review of the system of internal 
control usually starts with an investi- 
gation of the control over source 
data, that is, with an evaluation of 
the safeguards against introduction 
of errors or fictitious items and omis- 
sion of genuine items. Source docu- 
ments in the electronic system will 
generally be the same as in other 
record-keeping systems and_ their 
uses will be safeguarded in conven- 
tional ways. The form in which carry- 
forward and master files are main- 
tained — as tiny invisible magnetic 
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spots on magnetizable tape — pre- 
sents what appears to be the first 
problem. Upon analysis, however, 
this problem is not new. The main- 
tenance of records as spots on mag- 
netic tape is similar, in principle, to 
the maintenance of records as 
holes in tabulating cards, and in- 
ternal controls over records in these 
two forms are essentially alike. 


Processing Operations in Relation 
to Internal Control 

Evaluation of the effectiveness of 
internal control requires understand- 
ing of the methods of handling data. 
In a manual or mechanical system, 
this phase of studying internal con- 
trol is well known. To gain an under- 
standing of what is being done in re- 
lation to prescribed procedures and 
to evaluate the accompanying safe- 
guards, the flow of work from one 
person or department is observed. 
When the record keeping is mech- 
anized, this phase of the study may 
be different in form but will not be 
different in purpose. 

Electronic processing of data dif- 
fers substantially from manual and 
mechanical processing. In the elec- 
tronic system, data are first intro- 
duced into the equipment in a ma- 
chine language and in a planned 
structure such that, under ideal cir- 
cumstances, the equipment processes 
the data without transcription of in- 
termediate results. Little or no in- 
tervention by human beings is re- 
quired; the capacity of the electronic 
systems ordinarily is adequate to per- 
mit all, or nearly all, of the process- 
ing to be done within the system. 
In fact, integration of data process- 
ing reaches its peak in a_ well- 
designed electronic system. 

In reviewing the internal control 
of electronic systems, the auditor will 
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note the absence of ordinary methods 
of control and will find it necessary 
to evaluate new methods. Internal 
controls inherent in the checking of 
the work of one person or depart- 
ment against the work of another per- 
son or department may not be pres- 
ent to any great extent. The absence 
of such control does not necessarily 
lessen the effectiveness of the over- 
all system of internal control, be- 
cause others inherent in the elec- 
tronic system may replace them. To 
appraise these different types of con- 
trol, the auditor will need a working 
knowledge of the capacities and cap- 
abilities of the electronic system — 
and perhaps even a working knowl- 
edge of programming techniques. 


Controls over Input Media 

The first step in electronic data 
processing is the recording of source 
data in machine language on a med- 
ium acceptable to the system. Ac- 
ceptable media include punched 
cards, paper tape, and magnetic 
tape. Source data on these media 
may be entered into the electronic 
system by means of input devices — 
punched-card readers, paper tape 
readers, or magnetic tape drives. 
Frequently, source data on punched 
cards or paper tape are reproduced 
on magnetic tape as an auxiliary op- 
eration apart from the principal func- 
tions of the electronic system. 

The auditor will wish to appraise 
the effectiveness of the controls over 
the preparation of the input media. 
He will wish to satisfy himself that 
the data to be fed into the system 
are the same as the data on the 
source documents. If the accuracy 
of the information carried on the in- 
put media can be checked by com- 
paring printed data to source docu- 














ments, his problem is not a new one. 
Moreover, there are no new prob- 
lems when the accuracy of the in- 
formation is tested by the use of a 
key-verifier, that is, by a device 
similar to the one used in verifying 
data on punched cards. However, 
when the reliability of the transcrip- 
tion of source data onto an input 
medium is checked by programmed 
steps, the auditor will need to know 
how this is accomplished by the 
electronic system. 


Controls over Processing 

Earlier articles in this series have 
discussed the operations of elec- 
tronic data-processing equipment. 
Automatic operations are controlled 
through the use of a program of in- 
structions stored in the equipment’s 
memory. Manual control over the 
equipment is through the operator’s 
console. Among other things, the 
console can be used to revise the con- 
tents of the system’s memory. Re- 
visions of either the program of in- 
structions or the data to be pro- 
cessed can be made through the con- 
sole, since both are stored in the 
system’s memory. 

In some systems, all entries made 
through the console are typed out on 
an interconnected typewriter. An- 
other system requires duplication of 
the entry from separate consoles. 
Most systems, however, have no 
built-in provisions for controlling the 
use of the console. 

As to the program of instructions, 
an auditor must satisfy himself that 
it will produce results prescribed by 
management and that it is adequate- 
ly controlled. Access to programs 
should be restricted to prevent un- 
authorized and fraudulent alterations 
and to prevent fraudulent re-runs of 
data which might be substituted for 
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bona fide records. Similarly, the aud- 
itor will be interested in controls 
which serve to prevent the introduc- 
tion into the system of improper or 
unauthorized information through the 
console. A daily log of the opera- 
tions of the data-processing equip- 
ment, including notations of all en- 
tries to the system’s memory through 
the console, may assist the auditor in 
evaluating control over the = sys- 
tem’s operations. 

Basic to the design of any system 
of record keeping is the requirement 
that the transactions as recorded be 
susceptible of proof. Threading 
through the system there must be 
clearly defined paths leading to the 
basic source of information under- 
lying the recorded transactions. 
Sometimes referred to as the “audit 
trail”, the need for this interconnec- 
tion of the flow of recording in the 
system is by no means confined to 
auditing; legal and various other re- 
quirements also contribute to the 
need. In planning the audit pro- 
cedures, the auditor must ascertain 
where the trail lies and the points of 
access to it. 


Controls over Tape Reels 

Tape reels should be labeled to 
show their content and access to 
them should be restricted. A mess- 
age may be written at the end of the 
tape and reproduced by means of a 
typewriter to identify the next reel of 
tape. An excellent means of assuring 
the use of the proper reel is to identi- 
fy each tape at its beginning with a 
code which is the same as the code 
which has been read into the memory 
from either the program or the pre- 
ceding tape. 

Control over records on magnetic 
tape can be obtained through simple 
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programming techniques such as 
counting the number of records on 
the tape or totalling any series of 
numbers, such as account numbers, 
the total of which may not have 
meaning for other purposes. Such 
totals may be printed out or recorded 
on the tapes and compared with 
amounts accumulated during subse- 
quent processing operations. 


Reliability of Electronic Equipment 


The usual audit of data-processing 
systems using mechanical devices, 
has given little, if any, attention to 
the checking of the inherent reliabil- 
ity of such devices. Generally, em- 
phasis has been placed upon control 
of the source material and of the re- 
sults of processing. Reliability of 
electronic systems takes on added 
significance, in so far as the auditor 
is concerned, because they may con- 
tain, in whole or in part, checking 
features which are built into the 
equipment. Internal checks may also 
be provided by programming in all 
systems. The auditor should know 
which of these features are present 
in the system he is reviewing and 
should ascertain whether or not they 
are being used. 

The auditor will be particularly in- 
terested in the possibility of includ- 
ing self-auditing steps in the program 
of machine instructions. Such steps 
will include recomputations of arith- 
metic functions and comparisons of 
results, computations of group totals 
by alternate means, storage of pre- 
determined totals for testing at pro- 
grammed check points, and tempor- 
ary storage of data to provide a new 
starting point should errors develop. 
The auditor will consider these in 
selecting other auditing procedures 
and in deciding upon the extent of 
the tests he will make. 





The auditor cannot, however, dis- 
regard other features bearing upon 
the reliability of electronic equip- 
ment. Possibly, the most important 
of these other features is the sys- 
tem’s circuitry. Circuitry is usually 
provided to check data in the ma- 
chine language as they move through 
the system. In most equipment, 
checking procedures originate auto- 
matically as data are placed upon 
magnetic tape — by the use of parity 
check bits, duplicate recording, or 
other checking methods. As data, in 
the machine language, pass checking 
stations within the electronic system, 
an erroneous transmission is noted. 
The equipment is usually designed to 
reread the data and to stop the 
equipment only when the error in 
transmission persists. 

In equipment using duplicate cir- 
cuitry, all calculations are made in 
duplicate so that an error would exist 
only if the two circuits made ident- 
ical errors at the same time — a most 
improbable event. Some printing de- 
vices contain a checking device 
which proves that the correct type 
bar is being used. Although under- 
standing of these, and of many other 
technical features of electronic equip- 
ment, may seem to be outside the 
auditor’s competence, such knowl- 
edge may be needed to evaluate a 
system of internal control relating to 
electronically produced records. 


Controls over Output 

The output of an electronic system 
may be produced by printers, card 
punches, magnetic-tape drives, and 
the like. The auditor should find no 
trouble in evaluating the controls 
over printers and card punches, de- 
vices with which he has long been 
acquainted. Controls over magnetic 
tapes have already been described. 
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Auditing Techniques 

When the preliminary review and 
evaluation of the system of internal 
control have been completed, the 
auditor turns his attention to exam- 
ining records, documents, and other 
similar evidence. Well-defined tech- 
niques have been developed by 
which the auditor accomplishes this 
part of his examination. How, then, 
does the electronic production of re- 
cords affect these well-known pro- 
cedures? 


Observation, inspection, and in- 
quiry are important auditing tech- 
niques. Through observation, the 
auditor recognizes and notes the 
manner and the extent to which a 
client’s prescribed procedures are 
being followed. Through inspection, 
the auditor examines physical assets, 
such as cash, inventories, items of 
plant and equipment, and other tang- 
ible assets, and scrutinizes documents 
which support the existence of assets 
and liabilities and the measurement 
of capital and of revenues and ex- 
penses. Through inquiry, the auditor 
searches for knowledge of matters 
that might not come to light from 
observation and inspection. 


Many of the client’s prescribed 
procedures will be unaffected by the 
introduction of electronic data-pro- 
cessing equipment. For example, the 
client’s procedure for the taking of 
physical inventory will not change. 
Accordingly, the procedures followed 
by the auditor in observing it will not 
change. On the other hand, some 
procedures will be eliminated and 
others will be added. Many manual 
and mechanical operations involved 
in the sorting and summarizing of 
data will be eliminated. Added to 
the auditor’s tasks will be observa- 
tion of the handling and controlling 


of records by personnel operating the 
electronic system. In summary, ob- 
servation will continue to be a valu- 
able auditing technique although it 
might be applied to electronically 
produced data in new ways. 


Inspection of physical assets will 
be unaffected by electronics. Inspec- 
tion of certain documents relating 
to the existence of assets and liabil- 
ities may be unaffected but inspec- 
tion of documents supporting trans- 
actions may be replaced by other pro- 
cedures. Even if documents support- 
ing transactions are unchanged, filing 
arrangements may be different, be- 
cause of the ability of the electronic 
system to process unsorted data. It is 
conceivable that the changes in filing 
procedures may cause minor difficul- 
ties in locating documents. 


The development of electronic sys- 
tems will permit elimination of some 
internally prepared source documents 
— clock cards, material requisitions, 
and the like — by immediate record- 
ing of the source data upon an input 
medium. Although the elimination of 
some source documents may be pos- 
sible, future developments are likely 
to result in different, and perhaps 
simpler, types of source documents. 
Complete elimination of these docu- 
ments is apt to meet with strong ob- 
jections from several sources. Some 
employees, for example, will insist 
upon written evidence of approvals 
and authorizations and others upon 
documentary evidence of time work- 
ed or of other tasks performed. And, 
of course, the possibility of power 
failure, with a resulting loss of re- 
cords or their availability, is always 
a real hazard. Here, as in the case of 
observation, the inspection of phys- 
ical assets and documents will con- 
tinue to be a major part of the audi- 
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tor’s work. Inquiry by its nature will 
not change. 


Analysis of Accounts 

Analysis of accounts supporting the 
financial statements is a fundamental 
auditing procedure. Analysis of ac- 
counts comprehends the review of 
entries for a selected period, con- 
sideration of the relation of entries in 
an account from one period to an- 
other and of balances in an account 
in relation to balances in other ac- 
counts, consideration of the sources 
of entries, and other analytic pro- 
cedures. Such auditing steps are not 
apt to be different in the examination 
of electronically produced records. 

A change from one type of data- 
processing system to another may call 
for changes in the records or for new 
ones or for the elimination of others. 
Accordingly, the auditor may be con- 
fronted, in an electronic system, with 
different types of records and may 
have to make his analyses in differ- 
ent ways. For example, he may have 
been analyzing expenses by referring 
to primary accounts. Electronically 
produced records may require analy- 
sis by other classifications, say, by de- 
partment. 

The attainment of one of the goals 
of electronic data processing, that is, 
the elimination of some of the source 
documents and reports, has often 
been pictured as presenting the 
auditor with extreme difficulties. 
Since the elimination of records is 
potentially possible, analysis of its 
impact is in order. 

Basically, financial statements re- 
flect the end-result of repeated classi- 
fications and summarizations of 
source data from the time of their 
original recording. The elimination 
of unnecessary transcriptions of in- 


termediate results that may be pos- 
sible ‘through electronic processing 
is, of course, desirable. An _ ideal 
system might be pictured as one in 
which all source data had been en- 
tered into the electronic equipment 
with a single output, the financial 
statements themselves. Obviously, 
such statements would not fill man- 
agement’s needs. The need for peri- 
odic statements showing sufficient de- 
tail to permit planned supervision of 
day-to-day operations will continue. 
Moreover, means of locating specific 
details constituting changes in ac- 
counts are essential. 


Complete elimination of transcrip- 
tion of intermediate records is unlike- 
ly, therefore, and the auditor prob- 
ably will not find it necessary to 
analyze accounts which are not sup- 
ported by legible details. It is more 
likely that records and supporting de- 
tails will be in different form. Dur- 
ing the change-over period, the audi- 
tor should advise his clients of the 
various records needed for various 
purposes. He should also rearrange 
or revise his audit work to use effec- 
tively whatever records might be 
available in the new system. 


Confirmation 

Ascertainment of the authenticity 
of information by the confirmation 
procedure, usually by direct corres- 
pondence with outside parties, is a 
much-used auditing procedure. Al- 
though electronics will not cause the 
purpose and procedure of confirma- 
tion to change, it will affect the ac- 
cessibility of information to be con- 
firmed. Such information may not be 
legible; it may be in the form of mag- 
netic spots on tape. Advance plan- 
ning may be necessary, therefore, to 
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assure the presence of the informa- 
tion in legible form when needed. 


Calculation 

A part of the auditor’s work com- 
prises testing the accuracy of calcula- 
tions. The accuracy of the computing 
ability of an electronic system is one 
of its main features. By using this 
point of strength discriminately, the 
auditor may be able to lessen, as has 
been the case with punched cards, 
the amount of work that is required 
to test calculations. 


Generally Accepted Accounting 
Principles 

The usual audit engagement is 
designed to furnish the auditor with 
the basis of an opinion concerning 
the fairness of the financial state- 
ments in relation to generally accept- 
ed accounting principles and the con- 
sistent application of the principles. 
Accounting principles are, at times, 
reflected in the program of instruc- 
tions stored in the memory of an 
electronic system. When the under- 
lying accounting principles are not 
apparent from the output, a review 
of the program may be necessary. 
For example, property and deprecia- 
tion records may be maintained by 
electronics and the output may not 
indicate the basis for computing de- 
preciation. Accordingly, the basis 
may have to be ascertained by study- 
ing the programmed instructions. 


Other Audit Requirements 

As indicated in the foregoing, elec- 
tronic data processing may bear im- 
portantly upon the auditing steps of 
reviewing and evaluating internal 
control, of ascertaining the integrity 
of the accounting records, and of de- 
termining the underlying accounting 
principles. But the auditor’s tasks do 


not end there. An examination of 
financial statements involves a great 
many other matters such as selection, 
management and supervision of staff; 
statement presentation and reporting 
matters generally; and numerous 
other matters requiring exercise of ex- 
pert judgment, none of which will be 
affected by electronics. 

For example, when financial state- 
ments are intended for use by share- 
holders or creditors, presentation fol- 
lows a well-established pattern. Vari- 
ations, if any, depend upon, at least 
in part, whether the company is 
closely held or widely owned. Pre- 
sentation of information for govern- 
ment bodies, that is tax authorities, 
regulatory agencies and others, re- 
flects a wide variety of rules and 
regulations. Financial statements 
prepared solely for management 
must, on the other hand, satisfy the 
needs arising from the circumstances 
of their use. These matters are apart 
from the ways of processing data. 


Conclusion 

To the present time, electronics has 
created no unusual auditing prob- 
lems. The output of present-day sys- 
tems is in conventional form. It can 
be checked by examining the usual 
types of source records and docu- 
ments. No significant changes in this 
situation are presently foreseeable. 


Future developments may bring 
problems of greater complexity. 
Elimination of certain source docu- 
ments could cause the auditor con- 
cern. However, although it is pos- 
sible, the elimination of these source: 
documents may not be as practicable 
as some may suggest. Eliminating or 
changing reports and records essen- 
tial for audit purposes could be 
troublesome. In any case, the auditor 





124 


may need a more intimate knowledge 
of electronic data-processing equip- 
ment than of conventional data-pro- 
cessing equipment. 

In planning the audit of electron- 
ically produced records many prob- 
lems probably will be anticipated 
that will never materialize. On the 
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other hand, problems probably will 
arise’ that were not anticipated. The 
auditor’s past success in dealing with 
similar transitions and transforma- 
tions indicates that he is sufficiently 
resourceful to cope with the prob- 
lems that will attend the introduction 
of electronics. 


This article is one of a number to be published on electronic data pro- 
cessing. As a public service, reprints of the entire series will be available 
later in a single volume at a nominal cost. Enquiries should be sent to:— 


Tue CANADIAN CHARTERED ACCOUNTANT 


69 Boor STREET East 


Toronto 5, ONTARIO 


BRITAIN’S STANDARD OF LIVING 
In an address at Manchester, while he was Chancellor of the Exchequer, 
Mr. Harold Macmillan gave the following details of the rise in consumption 
standards in Britain in the last few years:— 
Since 1952 well over a million new houses and flats had been built. 
People were using some of their new purchasing power to pay the rents or 


instalments. 


At the beginning of 1956, half a million more refrigerators were in use, 
representing a two-fifths increase on 1954, and over one million more wash- 


ing machines, a two-thirds increase. 


At the end of 1953 there were television masts on three million houses; 
there were now over six million. “Almost every other home now has a TV 
set, the majority paid for at anything from £60 to over £100 a set.” 

Since the beginning of 1953 a million and a half new cars had been 


registered, one million of them small cars. 


This was an increase of about 


one half in three years. In the same period there were half a million new 


motorcycles, a one-third increase. 


— Taxes, December 1956. 











Development of Municipal 
Government In Canada 


K. GRANT CRAWFORD 


WE ARE ALL inclined to accept the 
institutions to which we are accus- 
tomed, and particularly those with 
which we have grown up, as part of 
the normal scheme of things, and we 
assume that at least in other parts of 
our own country similar institutions 
exist. However, in a country as large 
as Canada there is considerable varie- 
ty in the development and function 
of municipal institutions, in their re- 
lationship to the government of the 
province within which they are 
located, and in the attitude of the 
citizens towards such institutions. 
Thus, for example, in Quebec and 
Ontario there has been a widely es- 
tablished system of municipal or 
local government for over a century, 
while in Newfoundland, except for 
one or two communities, municipal- 
ities are a development of the last 
decade, and in Prince Edward Island 
none of the rural area is municipally 
organized. 

Municipal government on a system- 
atic basis was established in the cen- 
tral provinces in the middle of the 
last century and in the prairie prov- 
inces at the beginning of this cen- 
tury, when those provinces were 
created. Although the Maritime prov- 
inces were settled at about the same 


time as Ontario, owing to a number 
of factors they were somewhat slower 
in municipal organization. 


Patterns of Municipal Government 

The pattern of municipal govern- 
ment in the provinces west of On- 
tario was fairly well set by the sys- 
tems provided for Quebec and On- 
tario in the 1840’s. As settlers from 
these provinces, particularly from 
Ontario, moved first to Manitoba 
and then further west, they tended to 
establish local institutions similar to 
those they had known in their native 
province. One feature, however, of 
the Quebec-Ontario plan which did 
not long survive in the West was the 
county, for the sparseness of popula- 
tion and the relatively greater dis- 
tances made it unworkable and cost- 
ly. 

Mention of the county points up a 
confusion in terms. The municipal 
county occurs in five of the prov- 
inces but the “county” of Nova Scotia 
or New Brunswick, which is the basic 
rural unit of local government, is 
quite different from the county of 
Quebec and Ontario. In the latter it 
is a second level or tier, including 
both rural and urban municipalities. 
Again, the county as recently estab- 
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lished in Alberta is not exactly com- 
parable with either of these. 


In some of the provinces, vast areas 
with little or no population are still 
administered directly by the province 
without municipal government. An 
extreme example is to be found in 
British Columbia where less than 1% 
of the territory is within municipal 
limits. Except for Prince Edward 
Island, the settled areas of the prov- 
inces, both rural and urban, are di- 
vided into municipalities. Generally 
speaking, the rural municipalities are 
larger in area and relatively smaller 
in population, and the urban muni- 
cipalities — villages, towns and cities 
—are small in area and have a more 
concentrated population. Over the 
last 20 years, however, with the in- 
creasing “over-spill” of the urban 
centres into technically “rural” mu- 
nicipalities, there have emerged many 
suburban areas in which the distinc- 
tion between urban and rural status 
is at least blurred if not meaningless. 


In the Maritime provinces each mu- 
nicipality is substantially the sole mu- 
nicipal authority within its limits, al- 
though in Nova Scotia and New 
Brunswick there are certain func- 
tions which are a joint responsibility 
between the county and any city 
within the county. In some cases in 
New Brunswick the city council is 
actually represented on the county 
council. In Quebec and Ontario, on 
the other hand, the municipal sphere, 
except in the case of cities and some 
towns, is divided between the county 
and the local municipalities (town- 
ships, villages, and towns) which 
form part of the municipal county. 
Both the county, the council of which 
is made up of representatives from 
the councils of the component local 
municipalities, and the local muni- 
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cipalities are the final authority with- 
in the spheres allotted to them. With 
respect to matters assigned to it, such 
as main roads or indigent hospitaliza- 
tion, the county is the final authority 
even within the component munic- 
ipalities. In the western provinces, 
each municipality has the entire mu- 
nicipal jurisdiction within its limits. 


Municipal Machinery 
The term “municipality” has been 
used rather loosely in the interests of 
simplicity. It should not be consider- 
ed as synonymous with “council”, for 
it would not be accurate to state that 
within most municipalities the coun- 
cil is the “sole municipal authority”. 
With variations from municipality to 
municipality, and from province to 
province, the municipal machinery 
includes not only the municipal coun- 
cil but, particularly in the urban mu- 
nicipalities, a complex of special pur- 
poses bodies, some elected, some ap- 
pointed, and some a mixture of both, 
created to handle special aspects of 
local government such as_ health, 
education, utilities, planning, etc. 
These bodies have varying degrees of 
independence from council control in 
matters of finance and policy. 
While traditionally these special 
purpose bodies have been limited in 
their jurisdiction to one municipality, 
in more recent years a number of 
types of inter-municipal special pur- 
pose bodies have developed, with 
authority in two or more municipal- 
ities and jointly financed by the coun- 
cils of the municipalities in or on be- 
half of which they function. 
During the last 15 or 20 years in 
several of the provinces, there has 
been a trend toward the elimination 
of the old school sections and dis- 
tricts and their replacement by larger 
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school areas. Frequently these school 
areas were formed with little or no 
regard to existing municipal bound- 
aries. The problems arising from 
the many geographically overlapping 
jurisdictions have resulted in a move- 
ment in the prairie provinces to re- 
organize the areas of various types of 
local authorities to provide for what 
are called coterminous boundaries. 


Creatures of the Province 

It is frequently said that “the mu- 
nicipalities are the creatures of the 
province”. This brief statement sum- 
marizes two basic facts about mu- 
nicipal government in Canada. The 
first is that legislation relating to mu- 
nicipal government is constitutionally 
within the exclusive jurisdiction of 
the respective provincial legislatures 
and so it is not a matter for legisla- 
tion’ by Parliament. The second is 
that municipalities operate within a 
framework of laws enacted by the 
Legislature of the province within 
which the municipality is situated. 
Municipalities, in Canada, are cor- 
porate bodies and are subject to the 
limitations and restrictions that such 
a status implies. In other words, they 
have the powers and _ jurisdiction 
specifically granted to them by their 
province, and no more. Provincial 
Legislatures have undoubted legal 
right to amend, extend, restrict or 
terminate any or all of those powers 
as they deem advisable. It should be 
kept clearly in mind, however, that 
this right rests with the Legislature 
rather than the administration of the 
day. 

Each of the provinces, by legisla- 
tion, has created what might be de- 


1An exception to this generalization is the 
provision for municipalities in the territories 
still directly under the federal government. 


scribed as the machinery of muni- 
cipal government, providing for the 
municipal corporations, with their 
elected councils, and for such other 
bodies as school boards, police com- 
missions, planning boards, etc., and 
has determined the powers and re- 
sponsibilities of each. These powers, 
in turn, can be divided into two main 
classes — the powers which the law 
requires a council or board to exer- 
cise, and the powers which are op- 
tional with the particular body. Thus, 
for example, the council in a particu- 
lar province may be required to 
maintain a police force, but the main- 
tenance of a fire department may be 
optional. 


Supervision by the Provinces 

The extent to which the provinces 
undertake to give continuous super- 
vision to the operations of their mu- 
nicipalities varies. In the early years 
of municipal government the Legis- 
latures were content to enact the 
laws and leave the municipalities to 
their own devices within the limits of 
the control exercised by the courts in 
cases brought before them. When 
the municipal systems of most of the 
provinces were established, Canada 
was predominantly agricultural in its 
economy and the various communi- 
ties were to a great extent self- 
sufficient and self-reliant. Increas- 
ing industrialization, technological 
advances and revolutionary changes 
in communications have undermined 
that self-sufficiency and _ brought 
about a high degree of interdepend- 
ence among urban and rural com- 
munities alike. These changes have 
been accompanied by equally radical 
changes in the social and _ political 
philosophy of the population which 
have been reflected in the widened 
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scope of what the public has come to 
feel is the proper sphere of govern- 
mental action. One result has been a 
sharp rise in the influence of the 
state on the life of its citizens. 

The growing interdependence of 
communities and individuals, the in- 
crease in the part played by local 
as well as other levels of government 
in the daily life of the people, and, 
more recently, the trend towards 
equalizing the burden of the cost of 
government have all caused the prov- 
inces to be more concerned with 
municipal activity. While, historical- 
ly, provincial administrative super- 
vision came earlier in the prairie 
provinces than in the others, it was 
substantially increased in almost all 
as a result of the financial difficulties 
of the thirties. As the costs of pro- 
viding municipal services have risen, 
the provinces have assisted with 
larger and larger grants. Now that 
the provinces have become more 
positive in their programs, they in- 
evitably rely more and more on the 
municipalities as a medium through 
which those policies may be im- 
plemented. 


Effects of Urbanization 

One of the by-products of the post- 
war surge of urban expansion in Can- 
ada has been a growing awareness on 
the part of the population of the role 
of municipal government in provid- 
ing tolerable living conditions. So 
long as our urban communities were 
relatively static, the urban dweller 
carried on in the established setting 
enjoying, without much concern, the 
benefits of the community’s physical 
plant and services which had been 
built up and developed gradually 
over many years. As materials and 
men became available following the 
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close of the war and as the war-time 
and: post-war rate of family formation 
rose, the population previously con- 
fined within the limited existing hous- 
ing spilled over in an ever increas- 
ing flood into thousands of new 
homes and new streets in hundreds 
of new communities. So great has 
been this urban expansion that it has 
filled up the old towns and cities and 
has spread like a rising tide, first of 
houses and then of industry, into the 
adjacent rural areas, far outstripping 
the rate at which municipal bound- 
aries could be readjusted or the basic 
municipal services could be supplied 
and financed. 


This wave of urbanization has 
brought to the fore one of the most 
difficult and complex of municipal 
problems, that of readjusting munic- 
ipal boundaries. This problem is not 
peculiar to Canada, and it is one 
which has not been satisfactorily 
solved either in Great Britain or in 
the United States. Despite the some- 
times apparent indifference of many 
citizens to municipal affairs, there are 
few issues that engender so much 
heat and widespread feeling as a pro- 
posal to make significant boundary 
changes or to merge one municipality 
with another. This reaction is the 
same whether it means a wholesale 
reorganization of rural municipalities, 
such as was put into effect a few 
years ago in Alberta and is now the 
subject of spirited debate in Sas- 
katchewan, or the annexation to a 
city of a portion of an adjacent rural 
municipality. This latter type of ad- 
justment has occurred with increasing 
frequency in the post-war years as 
Canadian towns and cities have con- 
tinued to grow and the problems of 
the metropolitan areas have multi- 
plied. 
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Awakening Interest in Local 
Government 

It has been under these conditions 
of rapid community expansion that 
thousands of Canadians have been 
made painfully aware of what the 
absence of municipal services means. 
It is only when the cellar floods in 
the spring, when the septic tank 
no longer functions, or when the 
children trudge off before daybreak 
to attend their staggered classes 
that many householders first begin to 
take an interest in the why and how 
of local government. It is only when 
they get their first tax bills with the 
local improvement charges included, 
that most of these new householders 
begin to take a real interest in mu- 
nicipal finance. Talk about debenture 
debt, the pro’s and con’s of long 
term financing, and the significance 
of variations in interest rates begin 
to seem realistic to the citizen whose 
streets are awash while the council 
argues who should pay for storm 
sewers, or whose ulcers grow as he 
inches through traffic-choked streets 
which the councillors claim they can- 
not afford to widen. Perhaps the 
sense of frustration which the citizen 
develops when faced with the ap- 
parent impossibility of getting any- 
thing done about it would be some- 
what eased by a better understand- 
ing of how the municipal system 
works and why, in some cases, it does 
not. 


Sources of Municipal Revenue 


It seems necessary, therefore, to 
mention something of municipal rev- 
enues because revenues are the life 
blood, though not the heart, of mu- 
nicipal operations. Among the powers 
granted by the provinces to munic- 
ipal corporations is the power of 


taxation. The province determines 
what the municipality may tax and, 
in general, the local council deter- 
mines or fixes the rate of taxation. 


The major source of municipal tax- 
ation is the real property tax al- 
though there is a considerable range 
of other taxes which are quite sig- 
nificant in particular provinces or 
municipalities. Subject to a few ex- 
ceptions, the real property tax is 
levied annually, at a uniform rate 
within each municipality, on the as- 
sessed capital value of all the non- 
exempt land and buildings in the mu- 
nicipality. There is, however a sub- 
stantial and growing amount of ex- 
empt or non-taxable real property, 
the major classifications being federal 
and provincial property, municipal 
and school property, and property 
of churches and charitable institu- 
tions. 


There is considerable variation 
among the provinces as to the basis 
of valuation to be used for assessing 
purposes. Several of the provinces 
in western Canada provide that only 
a percentage of the assessed value 
shall be used as the base upon which 
to levy taxes. In the prairie prov- 
inces farm buildings are exempt. Be- 
cause of these provincial differences 
comparative statistics of assessment 
at the provincial level require rather 
careful analysis if they are to have 
any useful meaning. Despite the im- 
portance of assessment as to the 
foundation upon which the munic- 
ipal financial superstructure is based 
it is perhaps the most generally un- 
satisfactory sphere of municipal op- 
eration. However, as the total of pro- 
vincial grants related to assessment 
has increased, the trend has been to- 
ward increasing provincial pressure 
to put the assessing house in order. 
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There are many who consider it in- 
equitable that so great a part of the 
municipal tax burden should fall 
upon the owners of real property and 
that there should be new fields of 
taxation made available to municipal- 
ities. Despite the criticisms of the 
real property tax, no one has yet 
come forward with an adequate sub- 
stitute. It would appear that this 
source of tax revenue will continue 
to form the major source of munic- 
ipal taxes, for it is one peculiarly 
suited to local administration. It is 
relatively stable and dependable, not 
too difficult to administer, and real 
estate can neither be hidden nor re- 
moved to another jurisdiction. 


A weakness, however, as has been 
demonstrated most pointedly in re- 
cent years, is its lack of flexibility. Its 
productiveness does not respond to an 
expanding economy and a rising 
price trend as do the tax sources of 
the other two levels of government. 
The result is that in the post-war 
period, while the revenues of the 
national and provincial governments 
have soared with rising prosperity 
and the economic growth, the munic- 
ipalities have had to try to finance 
the development of physical plant 
and facilities to accommodate the 
rapid community expansion on a rela- 


tively inflexible source of revenue. It 
has been, in part, to compensate for 
this situation that the same period 
has witnessed an unprecedented ex- 
pansion in provincial grants to mu- 
nicipal and school authorities in most 
of the provinces. 


More and more the people of 
Canada are becoming urbanized. As 
that process is accelerated, urban and 
rural municipal problems are inten- 
sified. The operations and adminis- 
tration of urban municipalities must 
be streamlined to keep abreast of the 
unprecedented extension of phys- 


ical plant. With the increasing 
mechanization of agriculture, the 
strictly rural municipalities must 


maintain services of a progressively 
higher standard for a decreasing 
population. The suburban municipal- 
ities probably face the greatest diffi- 
culties. They frequently have the 
same problems as the urbans, but 
have fewer financial resources and 
an administrative staff inexperi- 
enced in providing the urban ameni- 
ties demanded. All, however, have 
one problem in common, that of 
finance. This, then, may be said to 
constitute the most important and 
baffling of the problems of Canadian 
municipalities in an era of such rapid 
economic growth. 


This article is one of a number to be published on municipal finances. 
As a public service, reprints of the entire series will be available later in a 
single volume at a nominal cost. Enquiries should be sent to:— 
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Accounting in the Construction 
Industry 


W. M. KARNEY 


THIS ARTICLE is intended as a chal- 
lenge to the accounting profession. 
According to the Dominion Bureau 
of Statistics there are over half a 
million people in this country em- 
ployed in the construction industry. 
With this number of employees there 
must be a large number of account- 
ants across the country whose 
clientele includes construction com- 
panies. Why then is there a shortage 
of technical articles dealing with this 
subject and the apparent lack of in- 
terest in this field among technical 
writers? Are there no interesting or 
challenging accounting problems pe- 
culiar to the construction industry? 
Certainly in a country so rich and 
abundant in natural resources, a 
country so dependent upon heavy 
construction and allied industries to 
transform us into a mighty industrial 
nation, there should be something to 
inspire those who know the problems 
of construction accounting to tran- 
scribe their thoughts on to paper for 
the benefit of others. If this article 
will in any small way start the ball 
rolling in this direction, then it will 
have served its purpose. 
Peculiarities in the Industry 

“Heavy construction” refers to work 
such as road and bridge building, 





tunnelling, excavation, pipe line con- 
struction and fabrication, and dam 
erection, where the contractor's in- 
vestment of materials, men, and ma- 
chinery in the project is usually sub- 
stantial. 


1. Every Jos DirFERENT FROM 
THE NEXT 

Unlike the grocery store or a manu- 
facturing company or a stock broker- 
age firm, the heavy construction com- 
pany does not sell the same product 
year in and year out. In this respect 
it is perhaps more like a firm of man- 
agement consultants who must possess 
or have access to large funds of tech- 
nical knowledge, who must be abreast 
of the latest developments in their 
field, but who, by the very nature of 
their work, can never be assured of 
a buyer for their accumulated knowl- 
edge. It is essential that an integrated 
system of estimating and reporting 
costs be set up to provide accurate 
comparisons between costs on widely 
scattered locations. 


2. Heavy Risk 

There is perhaps no business in 
Canada more hazardous than a con- 
struction business, as the number of 
business mortalities each year will 
bear out. There are so many un- 
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known factors in construction that it 
is difficult when submitting a bid to 
an owner to have properly protected 
yourself against all possibilities of 
risk and still submit a competitive 
bid. In an endeavour to minimize 
this risk contractors often resort to 
the following devices: 

1. Insurance — Many of the conven- 
tional types of hazards can be 
eliminated or reduced by the 
judicious purchasing of insurance. 
Insistence that all employees in 
positions of trust be bonded, that 
adequate public liability and 
property damage insurance be car- 
ried, that fixed assets be fully 
covered for fire, theft and col- 
lision, are all ways of minimizing 
the risk. 

2. Joint Ventures — Several construc- 
tion companies will often band to- 
gether to form a joint venture for 
a particular undertaking where the 
risk is usually great or the capital 
investment unusually large. 

8. Subcontract Agreements — This 
is an age of specialization and it is 
not very often that a construction 
company will attempt to do all as- 
pects of any job itself. Arrange- 
ments with other more specialized 
types of construction companies, 
such as heating and ventilating 
firms, professional engineers and 
truckers, to do specific sections of 
a large contract are very common 
and will enable a large firm to free 
itself of a great deal of detail so 
that it can devote more time to 
the main job. 


Estimating or Bidding 

Before a contract is even obtained, 
it is necessary to prepare an estimate 
of the probable cost. A reliable and 
competent estimating department is 
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one of the most important depart- 
ments in a construction company. Es- 
timates in a construction industry are 
like standard costs in a manufacturing 
plant; they act as a guide or goal for 
the operating men to attain — if they 
are too low, operators cease to pay 
serious attention to them; if they are 
too high, it is likely that the firm will 
never receive the contract from the 
owner. It is, therefore, essential that 
great care go into their compilation 
if disastrous results are to be avoided. 


Since the revenue of a contract is 
usually fixed in amount and known 
beforehand and a contractor, once 
having accepted a contract, has a 
moral as well as a legal obligation to 
complete the contract according to 
the terms agreed upon regardless of 
the cost to him, it is essential that the 
utmost care be exercised when pre- 
paring an estimate of the cost. Simple 
accounting checks such as proof of 
additions and _ cross-balancing of 
figures should be insisted upon and 
standard estimate sheets should be 
used wherever possible to avoid 
missing a recurrent cost item al- 
together. 


The same subheadings should be 
used on the estimate as will be used 
in the cost ledgers to enable in- 
telligent comparisons to be made be- 
tween estimate and actual costs as the 
job progresses. 

It should always be possible to dis- 
tinguish between a loss on a par- 
ticular item in a contract due to an 
error of the estimating department 
and a loss due to inefficient perform- 
ance by the superintendent and his 
crew. For instance, if general wage 
rates have increased from the time the 
bid was prepared, it would be more 
meaningful to compare actual hours 
worked with estimated hours rather 
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than actual labour cost with estimated 
labour cost. 


Notification of Contract 

Immediately it has been deter- 
mined that a firm contract exists with 
an owner, it is essential that all major 
department heads be informed as 
rapidly as possible. A contract num- 
ber should be assigned to the job and 
a list should be sent to all depart- 
ment heads and their staffs, showing 
contract name and number, location, 
owner, nature of work, amount of 
contract, starting date and estimated 
completion date. 

Every major department will prob- 
ably require to examine the contract 
and make extracts of it for the future 
guidance of themselves and _ their 
staffs. Answers to the following ques- 
tions, where they have not already 
been answered, will have to be de- 
cided quickly and action taken to fol- 
low through the decisions made: 

1. Which superintendent and which 
office manager are to be assigned 
to the project? 

2. How much cash investment is re- 
quired? In what month is the 
cash investment likely to reach 
its peakP What is the amount of 
holdback? When is the holdback 
likely to be released? These ques- 
tions will probably already have 
been answered roughly before the 
bid was submitted, but now it is 
necessary to firm these figures 
down in order that arrangements 
can be made with the bank, if 
necessary, for any financing re- 
quired. 

8. What are the requirements regard- 
ing tender and performance de- 
posits? 

4. Has the contract been reviewed 


to see that all hazards have been 
insured against? 


. What are the accounting and cost- 


ing controls that the job will be 
operating under? It is usual to 
refer to the manner in which the 
bid was prepared and to use sim- 
ilar classifications in order that 
actual and estimated costs can be 
compared at any given time. 


. What are the equipment require- 


ments of the job? What action has 
to be taken to purchase new 
equipment, to transfer surplus 
equipment from other projects, or 
enter into rental agreements with 
other suppliers? 


. What are the personnel require- 


ments of the job, office-wise and 
construction-wise? 


. What materials are required to be 


ordered? Should this be done 
from head office or from the job- 
site? 


. What bank accounts are required 


to be opened? It is customary to 
supply each project with a payroll 
bank account and a revolving fund 
account — operated under the im- 
prest system — of approximately 
$1,000 each. Arrangements are 
made with a central bank that 
automatic bank transfers will be 
made from the central bank to 
the project payroll bank accounts 
whenever an overdraft position is 
threatened. This arrangement en- 
ables closer control to be kept of 
the overall cash position of the 
company and prevents paying 
overdraft interest on one account 
when there is a surplus of cash 
existing in other bank accounts. 
Revolving fund bank accounts, 
used for project expenses other 
than payroll and operated under 
the imprest system, will be reim- 








bursed weekly or monthly by head 

office on the submission of proper- 

ly approved and supported ex- 
pense vouchers. 

10. What are the stationery and office 
equipment requirements of the 
job? 

11. What union arrangements are 
necessary? Even though a gen- 
eral union agreement is in effect, 
is it necessary to make amend- 
ments because of, say, the isolated 
nature of the job? 

12. Has an estimate of the labour ex- 
pense been filed with the Work- 
men’s Compensation Board? 

13. What arrangements have to be 

made with regard to billings to 

owner? Will the owner be billed 
from head office or from the field? 

When are billings to be made? 

What is the amount of the hold- 

back on the contract? 


14. Should the accounting functions 
— invoicing to owners, payment of 
payrolls, accounts payable, etc. be 
handled from head office or the 
project site? 

Whether it is desirable to centralize 
or decentralize the accounting func- 
tions will usually depend on the na- 
ture and size of the job. Where jobs 
are large enough to warrant a large 
office staff, it is usually desirable to 
decentralize to the fullest extent; that 
is, financial and cost reports should 
be prepared at the job site; the job 
should handle its own billings to 
owner, pay its own payrolls, look after 
its own purchasing, make its own 
credit arrangements with local sup- 
pliers, and enter into its own sub- 
contract agreements. The smaller the 
project is the greater the number of 
these functions that can be done more 
economically from head office. It is 
generally desirable to permit all pro- 
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jects to pay their own payrolls and 
accounts payable out of special bank 
accounts set up for that purpose. 
However, because of the difficulty in 
attracting skilled accounting person- 
nel to work on isolated construction 
projects, it is usually more practical 
to keep the job ledger and prepare 
the monthly financial statements from 
head office from information sub- 
mitted to head office from the pro- 
ject. 


Special Accounting Features 

1. DETERMINATION OF REVENUE 
Revenue of a construction company 

is simply revenue from a number of 

individual contracts, each with its 

own accounting peculiarities. 

Paramount to the computation of 

revenue is a thorough understanding 
and familiarity with the terms of the 
contract. Since two contracts are 
rarely alike, answers must be pro- 
vided to the following questions: 

Is it a unit price, lump sum, or 

cost plus contract, or a heterogene- 

ous mixture of all three? 

What method of determination of 

revenue is used: 

(a) percentage of completion 
method — taking up profits or 
losses on the basis of percent 
of work completed to date 

or 

(b) completed contract basis — 
taking up profits or losses only 
in the year in which the con- 
tracts were completed? 

How are quantities to be de- 

termined? In a dirt moving job for 
instance it is usual for the owner's 
engineer and the contractor's en- 
gineer to get together and arrive at 
a mutually acceptable basis of de- 
termining quantities. 
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2. CosTING 


The purpose of costing in construc- 
tion accounting is primarily control of 
expenditures during the lifetime of a 
particular project and as a guide in 
preparing future estimates or bids. If 
costs are to be useful for future es- 
timating purposes, it is essential that 
they be prepared in a uniform and 
consistent manner from job to job 
and always be subject to the test of 
common sense and experience gained 
on other projects. Perhaps the most 
important single element in the suc- 
cess of a construction company, apart 
from an experienced and capable 
construction crew, is a capable and 
experienced estimating department. 
Second only to this is a conscientious 
and capable cost department which 
will be able to record correctly and 
interpret the various cost reports so 
that action can be taken in time, 
where possible, to reverse an upward 
trend of costs or to take advantage of 
a downward trend in costs. It is es- 
sential in affixing responsibility for a 
loss on any particular project, for in- 
stance, that the superintendent not be 
held responsible for factors beyond 
his control such as underestimation of 
the original bid. In order to establish 
control of costs a separate job ledger 
is usually opened for each project. 
Costs are kept in terms of work items 
or structural elements such as excava- 
tion, foundation, etc., in the same 
manner as set up in the preliminary 
estimate with subheadings for con- 
trollable items such as wages, ma- 
terials, equipment rentals, subcon- 
an arbitrary 


1 Head office overhead is 


amount often based as a percentage of 
volume, charged by head office to each of 
its own projects for purchasing, expediting 
and accounting services rendered to each 
project. In aggregate it should be suffi- 
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tractor’s expense and head office over- 
head. 


Thus a typical job ledger for a 
building project might show accounts 
for excavation, backfill and levelling, 
foundation, structural steel, etc., each 
with six or seven columns ruled off for 
wages, materials, subcontractor’s ex- 
pense, etc. 

On many projects, especially larger 
ones, it is necessary to build tem- 
porary roads, warehouse, cookhouse, 
washhouses, etc., before the perma- 
nent or bid item work can be com- 
menced. It then becomes necessary to 
set up plant and operating suspense 
or clearing accounts similar to the fol- 
lowing: 

Project office 

Warehouse 

Tool house 

First aid station 

Cookhouse 

Machine shop 

Commissary 

Equipment operating accounts: 

1. Gas, oil and grease 

2. Operating labour 

3. Repairs 

4. Equipment rentals. 

These clearing accounts are used to 
collect and distribute daily costs 
which are difficult or impossible to 
distribute to bid or work items di- 
rectly and are usually cleared on a 
weekly or monthly basis. 


8. INVESTMENT IN Projects 


It is desirable that head office keep 
a separate investment control account 
for each project, similar to the branch 


cient to cover all general and adminis- 
trative expenses of the company so that, 
in the final analysis, all expenses of the 
company become chargeable against 
specific contracts. 
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system of control. Transfers of cash 
or materials to a project will be debit- 
ed to the project control; returns of 
cash or materials to a project will be 
credited to the project control. Norm- 
ally these will be the only entries af- 
fecting the project control. A cor- 
responding contra account will be 
kept in the project books (if the pro- 
ject handles its own job ledger) or in 
a separate job ledger maintained at 
head office, so that a formal system 
of double entry bookkeeping can be 
followed in the job ledger. Project 
assets, liabilities, revenue and expense 
accounts will be kept entirely within 
the job ledger, and entries therein 
will normally not affect head office. 


Charges to projects originating from 
head office, such as travelling ex- 
penses of head office personnel pro- 
ceeding to jobsite, or supplier’s in- 
voices paid from head office on be- 
half of a project, are usually better 
charged to a separate current account 
receivable from the project and in- 
voiced to the project. The project 
will process and pay this head office 
invoice in the same manner that it 
pays an invoice from an outside sup- 
plier. If it requires additional cash 
in order to pay this current account, 
it should request it on the basis of a 
formal cash requirements statement 
(a statement showing balance of cash 
on hand, estimated receipts and dis- 
bursements and estimated excess or 
deficiency ) and an entry will be made 
in head office charging the additional 
amount directly to the long term in- 
vestment account. It is essential that 
the charges invoiced by head office to 
the project be recorded by the field 
office promptly; otherwise head office 
will be showing as a receivable an 
item which is actually an expense. 


Total investment in projects plus 
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profits minus losses equal net recov- 
erable‘investment in projects. 


4, PayroLt REcorps 

Basically, each project is respon- 
sible for the preparation of its own 
payroll records, including the pay- 
ing of its men, keeping of person- 
nel files, completion of earnings re- 
cord cards, etc. 

There are two basic time records 
used for the recording of time of 
hourly paid personnel: 

1. Operator’s daily equipment report 
—used by employees operating 
major equipment (caterpillar 
tractors, shovels, trucks, etc.). 
This report will record the time 
worked by operators as well as by 
machines (necessary in computing 
monthly rental charge payable to 
head office) and will be turned in 
to the foreman daily. 

2. Daily time cards — for use of 
hourly paid personnel not operat- 
ing major equipment. This form 
will show hours worked, nature 
and code number of the work they 
have performed. 


It is the responsibility of each fore- 
man to summarize on a foreman’s 
daily report man hours and machine 
hours worked for each cost item and 
to turn these in daily to the field 
timekeeper. By insisting that the fore- 
man sign in ink immediately below 
the last name shown on the foreman’s 
daily reports, it is possible to guard 
against the danger of a dishonest pay- 
roll clerk making out a fictitious 
cheque and inserting a name below 
the last name shown to justify the ex- 
penditure. 

The timekeeper, besides periodi- 
cally checking the accuracy of the 
hours shown for each workman and 
satisfying himself that there are no 
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“dead horses” on the payroll, will 
compare time cards and operator's 
equipment reports with foreman’s re- 
ports, insuring that all hours are cor- 
rectly entered, properly coded, and 
approved. He will then enter the 
hours worked onto the payroll and 
weekly cost reports under the appro- 
priate cost classification. 

In this connection it is interesting 
to note a departure from the usual or- 
der in which payroll records are pre- 
pared. It has been found desirable 
on many projects that hours worked 
be entered directly on the earnings 
record card, rates entered, deductions 
entered, and sheets extended. Pay- 
roll cheques (with white tissue copies 
attached) are then typed directly 
from the earnings record cards, the 
white copies acting as the payroll it- 
self. This system has the advantage 
of not having to enter earnings record 
cards separately after the payroll has 
been completed. Its main disadvant- 
age is the large number of payroll 
sheets required on a large project 
(each payroll sheet will show only 
approximately five names). 


After the payroll has been balanced 
with the earnings record cards deliv- 
ery of cheques should be made di- 
rectly to the payee by the office staff 
— preferably by someone other than 
the person preparing the payroll 
records. Employees should always 
be required to identify themselves be- 
fore cheques are handed to them. 


Each project is responsible for the 
handling of its own payroll deduc- 
tions, including the remittance of in- 
come tax, union dues, etc. to the pro- 
per authorities. At the end of a pro- 
ject or at the end of a fiscal year each 
job is required to balance the gyoss 
pay and income tax deductions 


shown on the earnings record cards 
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with the totals of payrolls and to pre- 
pare its own T-4 slips. It will be 
necessary for the Income Tax Depart- 
ment to keep separate accounts with 
each project operated during the 
year, but this is believed to be prefer- 
able to having head office look after 
the remittance and balancing of in- 
come tax deductions from projects 
scattered all across the country. 


5. Revotvinc Funp Bank ACCOUNTS 


In order to limit the amount of 
cash sent to any project prior to its 
actual need and in order to provide 
better control over job expenditures, 
a unique system has been developed, 
as follows: 

1. Each project is supplied with a 
small revolving fund bank bal- 
ance, operated under the imprest 
system. 

2. Supplier’s invoices are matched 
by the job personnel with corres- 
ponding purchase order and re- 
ceiving slip, and summarized on a 
voucher cheque register sheet, 
with columns for coding, purchase 
discount and net amount payable. 

8. Cheques are made out to suppliers 
and cheque number is inserted 
alongside entry on voucher cheque 
register. However, cheques are 
not released at this point. 

4. Voucher cheque register is sent to 
head office for approval and reim- 
bursing cheque is sent by head of- 
fice to the project for the exact 
amount of the total listed on vou- 
cher cheque register. 

5. On receipt of the reimbursing 
cheque project will release indi- 
vidual cheques to suppliers. 

6. Balance in revolving fund account 
will be used only to pay small sup- 
pliers’ accounts where it is not pos- 








138 


sible or desirable to wait for the 
reimbursing head office deposit. 


6. EQuriPpMENT ACCOUNTING 


A separate equipment department 
is usually established for major con- 
struction companies whose duty it is 
to look after the custody and ac- 
counting records of all items of con- 
struction machinery, including autos 
and trucks. 


Expenses of equipment department 
consist largely of depreciation, repairs 
and major overhaul expense, property 
taxes, licences and insurance. To off- 
set these expenses, an internal com- 
pany rental rate for each piece of 
equipment is usually established at 
the beginning of the year, which will 
be charged to operating projects on 
the basis of time spent at each pro- 
ject. This rate should be sufficient- 
ly high during the operating months 
(usually considered to be seven 
months) to absorb the expenses of 
that department for the entire 12- 
month period. Rental rates are usual- 
ly based on replacement value, the 
theory being that rates should be suf- 
ficiently high to enable a company to 
maintain its investment in equivalent 
fixed assets. The Canadian Construc- 
tion Association publishes a guide 
which is helpful to the contractor in 
the determination of fair and com- 
petitive equipment rates. This, to- 
gether with the contractor’s own ex- 
perience, serves as a guide in the de- 
termination of rental rates for bid- 
ding purposes and for internal rental 
charges to operating projects. 

Since many construction assets have 
a very short-term life (because of dif- 
ficult terrain, lack of maintenance, 
abuse, etc.) it is desirable to estab- 
lish a very conservative capitalization 
rule, and to expense many smaller 
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pieces of equipment direct — hand 
tools, small pumps, etc. 


Every time equipment is moved 
from one location to another a trans- 
fer report must be made out. These 
transfer reports will be posted to lo- 
cation cards kept by members of the 
head office equipment staff, who will 
then be able to tell at a glance just 
what equipment is on hand at each 
jobsite. In addition to this equipment 
Kardex system by locations, it is de- 
sirable to keep a separate card for 
each piece of equipment by types of 
equipment, which will show the cost, 
date purchased, supplier’s name, and 
will act as the subsidiary ledger be- 
hind the general fixed asset control 
account and should be reconciled 
with it periodically. 


Rental rates charged to the project 
may be based on a flat monthly rental 
rate, on an hours-actually worked 
basis, or a combination of both. Even 
where rentals are based on a flat 
monthly rental it is necessary to keep 
track of the equipment piece by piece 
during the month for costing pur- 
poses. 

Employees operating major pieces 
of equipment are required to keep 
record of time worked each day for 
themselves and for the machinery, 
showing contract number, location, 
equipment number, date, hours ma- 
chine was working and hours machine 
was idle or down for maintenance. 
Operators’ daily equipment reports 
must be signed each day by the fore- 
man and summarized on a foreman’s 
daily equipment report by work 
items. 


Separate equipment time sheets for 
each piece of equipment are used to 
collect the hours worked by each 
piece of machinery during each 
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month, by bid items. From the re- 
cord of equipment hours worked, a 
rental report showing chargeable 
hours worked, rate and amount for 
all pieces of equipment is sent to head 
office. Journal entry is made credit- 
ing head office and charging the vari- 
ous cost classifications. 


7. COMMISSARY 

On many isolated construction pro- 
jects where there are no stores in the 
immediate vicinity, it is necessary to 
set up a commissary for the sale of 
toilet articles, cigarettes, clothing, etc. 
to men on the project. It is often de- 
sirable to sublet this work to a re- 
sponsible outsider with the stipulation 
that the men will be charged a fair 
and reasonable markup. 

Where it is desirable to operate the 
commissary with the company’s own 
employees, the following system has 
been used to advantage on self-ac- 
counting projects: 

1. A commissary fund of $X is estab- 
lished by writing a cheque on the 
general bank account and charg- 
ing it to investment in commis- 
sary. 

2. A commissary clerk is appointed 
with full control over the requisi- 
tioning and receipt of stock, sales 
and collection. 

3. Purchase requisitions are raised by 
the store-keeper and sent to the 
office manager for approval and 
for raising of formal purchase or- 
ders. 

4. On receipt of goods invoices are 
checked against copy of purchase 
order and receipted copy of pur- 
chase order given to accounts pay- 
able clerk for payment. 

5. Accounts payable clerk will pay 
suppliers’ invoices, at the same 
time computing selling prices of 


individual items (usually at pre- 
determined rates of markup). En- 
try will be recorded as follows: 
Dr. Commissary inventory 
(goods at selling price) 
Cr. Markup on commissary 
operations 
Cr. Accounts payable 
6. Commissary clerk will turn in to 
office manager, daily, summary of 
cash and charge sales for the day. 
Office manager will issue a receipt 
to the storekeeper and deposit 
funds received. Entry will be: 
Dr. Employees’ account receiv- 
able 
Dr. Bank 
Cr. Commissary control 
7. Physical inventory will be taken 
periodically by the storekeeper 
and office manager at selling 
prices. Purchases at selling price 
minus sales should equal inven- 
tory on hand. Differences be- 
tween physical and perpetual re- 
cords should be carefully investi- 
gated and small unaccountable 
differences charged to markup on 
commissary operations. 


8. STATEMENT PRESENTATION 

A separate statement of profit and 
loss for each contract should be 
shown in summary form by depart- 
ments. Statements should show re- 
sults of operations since inception of 
contract, even though an accounting 
period may have intervened if re- 
sults are to be of maximum value to 
management. Monthly figures as 
well as cumulative figures are desir- 
able to record the progress that is be- 
ing made. It is not considered advis- 
able to try to show details of costs 
on financial statements. These are 
better obtained from cost reports 
which relate expenditures to date 
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with quantities of work performed 
and are usually prepared on a much 
more current basis than it would be 
possible to prepare financial state- 
ments. However, periodic reconcilia- 
tions between costs used for cost re- 
ports and costs used for financial 
statements are essential if misleading 
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conclusions are to be avoided. Gen- 
eral dnd administrative expenses 
should be grouped according to the 
department responsible for their in- 
currence. Underlying assets and lia- 
bilities are usually substituted for the 
investment in contracts control ac- 
count for balance sheet presentation. 


SIR WINSTON’S ADVICE WAS DISREGARDED 


The Stationery Office volume entitled Financial Policy 1939-45 contains 
a reference to Sir Winston Churchill’s opposition to the proposal in 1941 to 
raise income tax to 10s. in the &. He wrote to the then Chancellor, Sir 
Kingsley Wood:— 

“I have been much disturbed by what you told me yesterday of your 
intention. I cannot believe that an income tax of that rate would be com- 
patible with national thrift or enterprise. Taken with the super tax it 
amounts to almost complete confiscation of the higher rates of income. If 
you suppose you can collect at these high rates without waste or great 
diminution of effort, without striking a deadly blow at good housekeeping 
and good management in every form, you are greatly mistaken. People will 
be indifferent to whether they earn an income or not, and will live on their 
capital, as many are doing now with the result that death duties will suffer. 
The same spirit of deference, not to sound financial canons but to harping 
and insatiable left-wing propaganda, has led to the folly of 100% excess profits 
tax, with all the waste and carelessness that arises therefrom.” 

The author of the book, Professor R. S. Sayers, writes: “The final stages 
of the argument are hidden, but by some means or other the Prime Minister 
and his War Cabinet were converted.” 


— Taxes, November 1956. 
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The Basic Operation of 
Sales Financing 


WATSON W. EVANS 


A DISTINGUISHING feature of the North 
American economy is mass produc- 
tion and mass distribution. Without 
the latter, the former would be im- 
possible. By making their resources 
and services available to manufac- 
turers, retail distributors, and con- 
sumers of durable goods, sales finance 
companies make mass distribution 
possible. Therefore their activities are 
a very important factor in promoting 
the high standard of living enjoyed 
by the people of Canada and the 
United States. 

In 1956 sales finance companies 
operating in Canada purchased $1% 
billion of finished goods from manu- 
facturers for the account of dealers, 
and retail paper in excess $1 billion 
from dealers. 


Dispelling Misconceptions 

There are three popular misconcep- 
_ tions concerning sales finance com- 
panies: that they are money-lenders, 
that they take little or no risk because 
of the vendor endorsement and that 
they have a supply of bargain repos- 
sessions. 

A sales finance company is not a 
money-lender. Its chief functions 
are to purchase conditional sales con- 
tracts from manufacturers securing 


durable goods sold by the manufac- 
turers to their dealers for resale to the 
public; and to purchase conditional 
sale contracts arising from the sale 
of the same goods by the dealers to 
their customers on the time payment 
plan. These functions are known as 
wholesale, or floor-plan, financing and 
retail financing, respectively. Whole- 
sale financing is almost invariably 
without recourse to the vendor, while 
retail financing in Canada generally 
carries a dealer endorsement. 

The dealer endorsement, however, 
does not eliminate the risk of loss by 
any means, as competition among fi- 
nance companies has given rise to a 
wide range of situations where the 
dealer is relieved of the liability un- 
der his endorsement and the endorse- 
ment often becomes valueless. Such 
is the case if the dealer goes bank- 
rupt. 

As far as bargain repossessions are 
concerned, they just do not occur. 
It is seldom necessary to repossess an 
article which is worth more than the 
amount owing on it and, in any event, 
repossessions are normally returned 
to the vendor. 


Services Provided 
In addition to furnishing funds for 
wholesale and retail financing, the 
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sales finance companies extend many 
other services to manufacturers, deal- 
ers and the public. As well as en- 
abling a dealer to carry an inventory 
which he could not otherwise finance 
and to offer his customers a wider 
choice of goods, the finance com- 
panies provide capital assistance, 
dealer management assistance, and 
certain protective features. It is esti- 
mated that not less than 20% of the 
automobile dealers who are now in 
business in Canada would have been 
unable to get started without loans 
of a long-term capital nature from 
the finance companies with whom 
they do business, and many could not 
remain in business without that type 
of assistance. The association be- 
tween a finance company and its 
dealers is very close, partly because 
of constant personal contact and 
partly because of the nature of their 
relationship, with the result that most 
dealers rely heavily on their finance 
company for advice in the financial 
management of their affairs. 


Because the finance companies in 
effect purchase practically all of the 
finished production of the manufac- 
turers for cash on documents assign- 
ed without recourse, manufacturers 
take no risk, but on the other hand, 
enjoy rehabilitation of the working 
capital used in the production of the 
goods and are able to finance a very 
large output with a minimum of 
capital. In addition, the finance com- 
panies cooperate with the manufac- 
turers in locating new dealers and 
in keeping present dealers in a heal- 
thy operating position. 

While the relationship is primarily 
between the finance company and the 
manufacturer on the one hand, and 
the finance company and the dealer 
on the other, nevertheless the services 
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extended to retail purchasers are of 
the greatest importance. As well as 
enabling a prospective customer to 
own and enjoy an automobile or do- 
mestic appliance, etc., before he is 
able to pay the full price, the com- 
pany provides insurance facilities for 
the protection of the customer as well 
as the dealer. This is generally ac- 
complished through a subsidiary in- 
surance company or by financing of 
the insurance premium in the con- 
tract, whether with the finance com- 
panys own subsidiary insurance 
company or with another. There are 
a number of additional services to the 
retail purchaser, such as life insur- 
ance on the unpaid balance, financing 
of repair expenses, emergency cash 
credit and valuable credit references. 


Conditions of Instalment Selling 
The necessary conditions of instal- 

ment selling are: 

1. A prospective buyer with a rea- 
sonably secure income out of 
which he can pay regularly. 


2. A finance company or seller able 


and willing to finance the deferred 
payments. 

3. A commodity of intrinsic value. 
Such a commodity should general- 
ly have the following characteris- 
tics: 

(i) It should be distinguishable, 
generally by serial number. 

(ii) It should be durable to the 
extent that it will last well 
beyond the credit term. 

(iii) It should not become quick- 
ly obsolescent. 

(iv) It should be removable. 

(v) It should be of a standard 
specification. 

(vi) It should be of sufficient 
value to justify its sale on 
the instalment plan. 
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The latter qualifications are some- 
times waived, particularly if the credit 
rating of the buyer is reasonably 
good. 

Commodities usually sold on the 
instalment plan fall naturally into 
three categories: 

1. Articles for consumer use, such 
as passenger cars, appliances, fur- 
niture, musical instruments. 

2. Property improvements, such as 
heating installations, air condi- 
tioning systems. 

3. Income producing equipment for 
such businesses as bakeries, beau- 
ty parlours, dairies, hotels, res- 
taurants, and moving picture 
theatres; road building and indus- 
trial machinery of all kinds; 
trucks and farm implements. 

Terms of sale vary considerably, 
but the finance companies generally 
recommend 3831/3% down payment 
with a maximum of 24 months on 
new motor vehicles, 40% down and a 
maximum of 18 months on used mo- 
tor vehicles, and 10% to 25% down 
with a maximum of 24 months on 
most other goods. 

Among factors that must be con- 
sidered in granting instalment credit 
are: 

1. Present debts in relation to in- 
come and ordinary expenses. 

2. Purchaser’s employment record. 
3. Occupation of purchaser, i.e. 
whether hazardous or seasonal. 

4, Prior credit record. 

5. Age, marital status and occupa- 
tion. 


Handling of Rental Contracts 

Sales from a dealer to his custom- 
ers are financed by means of a retail 
conditional sales contract or occa- 
sionally, where such a contract is not 
by a chattel mortgage, 


suitable, 
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which includes a description of the 
goods, the cash selling price from 
which is deducted the down payment 
to give the financed balance, the dual 
interest insurance premium for the 
benefit of the purchaser if that is in- 
cluded in the contract, the finance 
charge and the terms of payment. 
These documents are assigned gener- 
ally with recourse to the dealer and 
are frequently accompanied by pro- 
missory notes. It is in this, the re- 
tail phase of its operations, that the 
greatest expenses of a finance com- 
pany are incurred and it is in the re- 
tail field that the profit is made (the 
wholesale service is rendered at or 
below cost as a necessary accommo- 
dation in order to obtain a dealer's 
retail business ). 


When the finance company re- 
ceives a retail contract, the terms 
of the conditional sale and the pur- 
chaser’s credit are checked. Then a 
ledger card, insurance policy and no- 
tice to the purchaser of the assign- 
ment of the contract by the dealer to 
the finance company are prepared. 
The insurance policy, frequently a 
copy of the contract, a coupon pay- 
ment booklet and life insurance 
policy, where appropriate, are mail- 
ed to the purchaser with explanatory 
information as to the additional ser- 
vices available and instructions as to 
where and how the repayment instal- 
ments should be paid. 


If a payment is not received by the 
finance company within a few days 
of the due date, the purchaser is tele- 
phoned or sent a first reminder no- 
tice. This is usually followed by a 
second notice five to ten days later 
and, if necessary, by one or more let- 
ters. Then, if payment is still not 
received, the finance company repre- 
sentative makes a personal call. Since 
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a substantial percentage of buyers 
tend to be delinquent, it is this per- 
sonal contact collection service that 
gives rise to the largest operating ex- 
pense item of the company, although 
acquisition and “setting up” costs are 
also substantial. Finance companies 
operate fleets of up to 350 vehicles 
which are used primarily for collec- 
tion purposes and an individual col- 
lector may travel as much as 60,000 
miles in a year. 

Notwithstanding the dealer’s en- 
dorsement and the various types of 
insurance coverage placed by the fi- 
nance companies for the protection of 
purchasers, dealers and themselves, 
losses are substantial. Some arise 
from repossessions which have to be 
liquidated by the finance companies 
rather than by the dealer because the 
dealer is bankrupt or has gone out of 
business. Others come from whole- 
sale losses where a dealer is unable 
to liquidate the wholesale accommo- 
dation he has received on goods 
which have since been sold at retail. 
Finally, still others result from the 
various situations where a dealer is 
protected by the finance company 
against loss under his endorsement on 
balances which prove uncollectible. 
These “dealer protection” situations 
usually relate to fire, theft or conver- 
sion losses, and are a feature of the 
competition among sales finance com- 
panies. 


As well as competition among 
themselves, the sales finance com- 
panies are subject to competition 
from banks, cooperatives, credit 
unions and loan companies, all of 
which together, under normal condi- 
tions, carry as much instalment paper 
as do the sales finance companies as a 
group. During the last few years 
several United States finance com- 
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panies have opened branch opera- 
tions tn Canada and in the same 
period several new Canadian com- 
panies have been formed. None of 
these is large, but they are growing. 
There are in fact at the present time 
only five companies which do busi- 
ness in all or nearly all provinces. 


Sources of Capital 


The sources of funds and the meth- 
od of financing the operations of a 
sales finance company are different 
from those generally used in other 
corporate financing, but are more or 
less standard within the industry. 
While there is variation from the 
following ratios, they are generally 
considered in the industry to be rea- 
sonable and safe. 

At the bottom of the capital struc- 
ture is the amount invested in pre- 
ferred and common stock and the 
earnings left in the company repre- 
sented by surplus. There generally 
follows then an amount represented 
by debenture debt not specifically se- 
cured and subordinated to the secur- 
ed debt. As a rule, the unsecured 
debt can be equal to the combined 
preferred, common and = surplus. 
These together form the base of 
secured borrowings. 


Secured debt consists of long term 
borrowings, funds secured on the 
short term money market, and bank 
loans, which are payable on demand. 
All three types may be evidenced by 
the same type of document, generally 
a collateral trust note which is se- 
cured by the deposit of wholesale 
and retail conditional sale contracts 
purchased by the finance company in 
the ordinary course of its business. 
Long term debt may run from 5 to 20 
years, generally short term debt runs 
from 30 days to 12 months and, as 
aforesaid, bank loans are generally 
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on demand. These three classes of 
secured debt may together be as 
much as 4 times the base capital rep- 
resented by capital stock, surplus and 
unsecured debentures, so that a com- 
pany with capital and surplus of $30 
million may, in addition, use $30 mil- 
lion of unsecured debenture debt and 
$240 million of secured debt, or a 
total of $300 million in use. 


The foregoing is little more than 


a skeleton of the corporate body of a 
sales finance company’s operation. 
The industry is a comparatively new 
one and is undergoing constant 
change. It has emerged from a posi- 
tion of obscurity and suspicion to one 
of wide public acceptance in little 
more than a quarter of a century and 
there can be little doubt that the im- 
portance of its function and its fa- 
vourable public acceptance will con- 
tinue to grow in the future. 


NOAH’S PARTNER-SHIP 
Speaking at the 39th annual dinner of the Association of Scottish 
Chartered Accountants in London, Mr. F. Heyworth Talbot, Q.C. said the 


| history of practising accountants in Scotland went back to the 17th century, 

but that was not the beginning of history for the accountancy profession. 

“We do not know what kind of bookkeeping system was in vogue when 

L Noah floated his company but we have reason to believe that he took in 
his stock by a method of double-entry!” 

— The Accountants Magazine, November 1956. 








An Accountant in Foreign Service 


CECIL A. ELLIS 


THE PRESSING need for expert account- 
ing services in our own country is so 
acute as to make it undesirable for 
many accountants to go abroad. How- 
ever, the foreign field offers special 
attractions to those who regard 
variety as the spice of life and are 
able and willing to venture forth to 
find it. The opportunities to serve 
abroad are many, the rewards can be 
substantial and the personal satisfac- 
tion great. The (net) financial com- 
pensation is apt to be considerably 
above the average; the chances for 
promotion, whether it be to partner- 
ship in a lucrative professional prac- 
tice or to a high position outside the 
profession, are usually more fre- 
quent than at home. Working condi- 
tions are usually agreeable, and social 
conditions enjoyable. These desirable 
benefits seldom come to the individ- 
ual, however, without compliance 
with certain basic requirements. 


Success in foreign service comes 
most surely to those who can and who 
do adopt that service as a “career” 
rather than a “job” and who are able 
to make certain necessary adjustments 
in their way of life. Such adjustments 
largely concern a degree of separation 
from accustomed interests and deep- 
rooted habits, as well as adaptation to 


new surroundings with possibly en- 
tirely new climatic conditions. Dif- 
ficulties may also be encountered in 
finding desired standards of housing 
accommodation, suitable educational 
facilities for children, or the kind of 
food the stomach is used to. It is 
well, before arranging to go abroad, 
to consider these problems and their 
possible solution. It goes without say- 
ing, of course, that prompt acquisi- 
tion of an ability to read and write 
the language used wherever one goes 
is a “must” in foreign service. 


Home Interests 


Fortunately, the old days during 
which life abroad meant virtual exile 
from one’s own country are now re- 
placed by much better times. Air 
transportation now wings to and from 
the most distant parts in as many 
hours as it once took days: It brings 
mail and newspapers and so maintains 
a close contact with home interests. 
For those who wish to keep currently 
abreast of day to day events there 
is short wave radio. The hockey en- 
thusiast resident in Bogota or Car- 
acas may learn the previous night's 
scores at Toronto, Chicago, or Mont- 
real; the British cricket enthusiast 
living in Beirut, Damascus or Teheran 
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may follow the England v. Australia 
Test Matches ball by ball. The in- 
vestor who so desires can, at the right 
time each evening, listen to the clos- 
ing prices on the New York Stock Ex- 
change. Today there is no real sep- 
aration from happenings at home; and 
this fact has made a very agreeable 
improvement in life abroad. 


Technical Assistance 


Opportunities already numerous are 
likely to become largely increased in 
the future. 

As is well known, the circumstances 
leading to World War II and the 
aftermath of that conflict have given 
impulse to the provision of what is 
known as “technical assistance” by the 
more fortunate nations to those less 
fortunately placed. The “technical as- 
sistance programs” are sponsored and 
administered by such well known 
agencies as the United Nations Tech- 
nical Assistance Board, by the organ- 
ization responsible for the “Colombo 
Plan”, by the International Coopera- 
tion Administration (known also as 
“Point IV”) of the United States of 
America, and by other worthy organ- 
izations. 

In their early stages the technical 
assistance programs were properly di- 
rected towards relief of the most 
urgent needs. Thus, food, health and 
education had priority over matters 
having closer relation to the account- 
ing profession. It is of special in- 
terest to accountants, however, to 
know that increasing attention is now 
being given in the “recipient coun- 
tries” to public administration, indus- 
trial development, and similar matters 
with which the accounting profession 
is very closely connected. It is in re- 
spect to these matters that a large 
demand for expert accounting services 


seems likely to develop in the not too 
distant future. 

Previous to the provision of “tech- 
nical assistance”, the peoples of the 
Middle Eastern countries, of the more 
remote Latin American Republics, 
and of various other distant parts 
evinced very little interest in modern 
accounting methods. Indeed, few 
knew of the existence of such tech- 
niques. Today from the same com- 
munities we find urgent calls for in- 
formation in such unsuspected mat- 
ters as cost accounting, financial ad- 
ministration, auditing, budgetary con- 
trol and similar services. In some of 
the recipient countries the technical 
assistance agencies are finding it 
necessary to provide the services of 
experienced accountants to satisfy re- 
quests for competent advice in 
modern accounting techniques of the 
most advanced kind. 


“Technical assistance” has sown 
many good seeds. It seems quite rea- 
sonable to believe that to an unsus- 
pected extent the business prosperity 
witnessed during recent years has 
been aided and extended by the in- 
fluences of the unobtrusive technical 
assistance administrations, and that 
the harvest of the seeds sown will, so 
far as accountants are concerned, pre- 
sent the profession with further op- 
portunities for foreign service, to an 
astonishing degree. 


Finding the Job 

For suitable accountants wishing to 
enter foreign service, jobs are not too 
difficult to find. Various large inter- 
national firms of public accountants 
appear to be constantly interested in 
potential assistants with which to man 
their growing practices; the needs of 
large international corporations for 
their foreign offices seem to be no 
less pressing. Once the decision to 
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seek a foreign post has been made, 
and providing that the aspirant can 
meet all health and other require- 
ments, the rest should be relatively 
simple. 

Perusal of the annual “List of Mem- 
bers” published by each of the lead- 
ing professional accounting bodies of 
Canada, the U.S.A., Great Britain, 
and the rest of the British Common- 
wealth will reveal where the foreign 
offices of the international account- 
ing firms are located. Reference to 
the principal investment “annual re- 
views” that are available at the offices 
of most stockbrokers will disclose 
similar information concerning the 
principal international corporations. A 
well presented letter of application to 
the appropriate head office (in Can- 
ada, U.S.A., England, or elsewhere) 
setting out essential particulars and 
seeking an interview is more likely 
than not to bring an invitation to 
visit the firm or the corporation. 


Seeing the World 

For the accountant who seeks un- 
usual conditions abroad, and possible 
adventure, foreign service is especial- 
ly suitable; for when he is established 
he is likely to be surprised by the 
large extent of travelling that may be- 
come open to him. Calls for account- 
ing services have a curious habit of 
coming from the most unlikely places. 
Central Africa, Brazilian townships on 
the Amazon and Madeira Rivers, the 
jungles of Bolivia, the interior of 
Persia, Patagonia, and South Pacific 
Islands are but some of the unusual 
localities which he may have oc- 
casion to visit. 

The guiding principle which en- 
ables “technical assistance” to func- 
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tion is that of imparting information 
and nstruction liberally to the 
peoples of the recipient countries. 
This often is in the form of training 
courses. If accountants abroad are 
guided by the same principle, and if 
they will extend their personal aid to 
the nationals of the countries in which 
they are located, such aid is always 
likely to be accepted most gratefully 
and graciously. 


The ways in which accountants 
abroad can helpfully show apprecia- 
tion of the hospitality extended to 
them are varied. Courses in modern 
accounting methods can be offered to 
local universities; professional articles 
can be contributed to local account- 
ing publications, and friendly rela- 
tions can be established with the ac- 
counting bodies in the countries of 
residence. Once it has been made 
clear that the newcomer desires to 
offer friendly cooperation, the re- 
sponse is likely to be gracious and 
spontaneous. 


By the foregoing means and by 
similarly helpful gestures, the ac- 
countant abroad can do much to 
create and to sustain goodwill. It is 
more than likely that general good 
feeling thus engendered can do much 
to remove artificial barriers some- 
times erected against incoming ac- 
countants, and to clear the way for 
greater international reciprocity with- 
in our profession. 


For those who are able to enter 
foreign service, the picture is always 
interesting, often alluring, sometimes 
exciting, and never dull. The work is 
undeniably very exacting, but the 
compensations in terms of satisfaction 
in life are most generous. 

















Regulatory Control of Public 
Utility Rates 


R. M. SKINNER 


Every householder who pays hydro, 
telephone, gas or water bills is aware 
that there is a general class of busi- 
ness known as “public utilities”. He 
also knows that he receives some 
utility services from agencies of the 
government and others from privately 
owned companies. He probably real- 
izes that the federal, provincial or 
municipal governments have some 
control over the privately owned 
utilities but is rather vague about 
just how that control is exercised. 

It has been said that the legal basis 
for governmental regulation lies in 
the sovereign right of the legislature 
to make laws in the interest of the 
common welfare. Commonly, the 
regulation of business is restricted to 
prohibiting actions which would in- 
jure the health, safety or general 
welfare of the community. However, 
certain property which is “affected 
with a public interest” is subject to a 
more positive governmental control, 
and on these grounds regulation has 
been applied to such diverse enter- 
prises as water carriers, toll bridges, 
taxi-cab companies, insurance com- 
panies, grain elevators, millers, inn- 
keepers and so on. 

Few of these businesses would 
ordinarily be considered public util- 





ities, and it is clear that a public 
utility cannot be classified by the 
mere fact that there is a special com- 
munity interest in it evinced by gov- 
ernmental regulation. In fact, there is 
no clear cut definition which dis- 
tinguishes public utilities from other 
enterprises. The most that can be 
said is that they generally have cer- 
tain special economic characteristics, 
namely: 


1. The essential nature of the service 
rendered by the utility. 

2. The fact that the utility is a natur- 
al monopoly, i.e. its business is of 
such a nature that competition 
would be clearly uneconomical. 

8. The very large investment in 
physical property required by a 
utility to do business, and the col- 
lateral slow rate of capital turn- 
over. 

4. The fact that utilities commonly 
need to use public property such 
as streets and highways to render 
service. 


The enterprises most commonly re- 
cognized as public utilities are those 
providing electricity, telephone, gas 
and municipal transportation  ser- 
vices. Railways also have been sub- 
ject to a peculiarly detailed form of 
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regulation. At various times, many 
other types of enterprise have been 
regulated as public utilities. In fact, 
one State in the U.S.A. has gone so far 
as to supply regulated television ser- 
vice by a community aerial. 


Stages of Development 

The regulatory processes have been 
developed in the United States to a 
much higher degree than elsewhere, 
and Canadian utility regulation has 
generally followed the American pat- 
tern. It is possible to distinguish 
three stages of development in the 
U.S. In the first, regulation was ef- 
fected directly through Acts of the 
legislature, generally by setting 
maximum rates which designated 
utilities might charge. This was large- 
ly ineffective because it was too in- 
flexible. In the second, public service 
commissions were set up on a quasi- 
judicial basis to hear and decide dis- 
putes between the customers and the 
utility companies. Most Canadian 
regulation is still in this stage. In the 
third, it was recognized that utility 
customers or the municipalities served 
by the utilities were not in a position 
to make an effective case against the 
utility in a judicial hearing. There- 
fore, the commissions hired staffs of 
experts and conducted their own in- 
vestigations into the affairs of the 
utilities under regulation. They be- 
came, in effect, administrative arms of 
the legislature, using the power de- 
rived from it to maintain their con- 
trol. 

To understand this development in 
the United States, one has to know 
something of the legal background. 
Although regulation is essentially a 
part of the legislative process, the 
courts have had a considerable in- 
fluence in shaping the pattern. This 
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was because of the prohibitions con- 
tained ‘in the 5th and 14th Amend- 
ments to the U.S. Constitution against 
the taking of property without due 
process of law. Since setting of a 
utility’s rates affects the value of its 
property, it was established that if 
rates were set below a certain limit 
it would amount to confiscation of 
the property. It has, therefore, been 
necessary to prove that the rate- 
setting process has resulted in a fair 
return upon the utility property. Not 
only must justice be done, but justice 
must appear to have been done. 

In essence, the process of rate set- 
ting involves determining the costs 
of operation and the amount which 
will provide a fair return to the in- 
vestors in the utility. The sum of 
these two gives the amount which 
must be raised. Rate schedules are 
then drawn up to produce this total. 
The most difficult question to decide 
here is the quantum of the fair return 
to the investor. As regulation has de- 
veloped, the determination of fair re- 
turn has resolved itself into two basic 
elements, the valuation of the utility 
property devoted to the public ser- 
vice (known as the rate base) and the 
establishment of a fair rate of return 
(expressed as a percentage of the rate 
base). Thus, when the rate base is 
multiplied by the rate of return, the 
total return to the investors is arrived 
at. 


The Rate Base 

The rate base consists of the valua- 
tion placed on the physical plant of 
the utility less depreciation accrued 
thereon, plus an allowance for work- 
ing capital needs of the utility. Over 
the years the greatest problem en- 
countered in setting the rate base has 
been to evaluate the physical plant. 
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The first attempt the courts really 
made to determine the propriety of 
rates (in this case maximum railway 
freight rates set by the State of 
Nebraska) was in the case of Smyth 
v. Ames, decided by the U.S. Supreme 
Court in 1898. In a perennially quoted 
decision, the Court said “We hold, 
however, that the basis of all calcula- 
tions as to the reasonableness of rates 
to be charged by a corporation main- 
taining a highway under legislative 
sanction must be the fair value of the 
property being used by it for the con- 
venience of the public.” 

One might think from this state- 
ment that in order to set the rates 
of the utility, one would need to know 
the value of its property, which would 
in turn depend upon what rates were 
set. Of course, the court was not so 
naive as to be trapped in such an 
obvious piece of circular reasoning 
and it then looked for evidence of 
value other than market value. The 
judgment went on to say “In order 
to ascertain that value, the original 
cost of construction, the amount 
expended in permanent improve- 
ments, the amount and market 
value of its bonds and stock, the 
present as compared with the original 
cost of construction, the probable 
earning capacity of the property 
under particular rates prescribed by 
statute, and the sum required to meet 
operating expenses, are all matters for 
consideration, and are to be given 
such weight as may be just and right 
in each case.” The inconsistencies of 
this statement left wide open the 
question as to just how the value of 
the utility’s property was to be de- 
termined. 


Reproduction Cost v. Original Cost 


For 35 years after Smyth v. Ames, 
the battle of rate base determination 


raged through commission and court 
hearings. Two methods of valuation, 
upheld by the leading contenders, 
were (a) reproduction cost (as mea- 
sured by engineering appraisals) and 
(b) actual original cost of property, 
as nearly as it could be determined. 
The contest was waged on nearly 
even terms until the early 1930’s when 
the balance swung towards original 
cost or its variant, “prudent invest- 
ment” (being original cost of the 
property less deductions for property 
expenditures, imprudently made). By 
this time the utility companies’ en- 
thusiasm for reproduction cost was 
waning because of the low level of 
prices in the 1930’s, and the com- 
missions and courts were heartily tired 
of hearing conflicting and conjectural 
evidence as to reproduction cost. At 
the same time the control which reg- 
ulatory commissions were beginning 
to establish over utility accounting 
and recording of cost promised to add 
certainty to rate bases calculated on 
original cost. Thus, an original cost 
rate base promised administrative ef- 
ficiency (through ease in determining 
the amount of the rate base), utility 
stability (through the elimination of 
fluctuations in the rate base caused 
by price changes), and, according to 
its proponents, equity between the 
consumers and the utility companies. 
When in the case of Federal Power 
Commission v. Hope Natural Gas 
Company (decided in 1944) the Su- 
preme Court removed any doubts as 
to whether Smyth v. Ames required 
consideration of reproduction cost (or 
any other specific valuation method ) 
in setting a rate base, the victory of 
original cost seemed complete. 
However, what appeared to be a 


conquest was merely a pause in the 
struggle. The tremendous increase in 
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prices after the Second World War 
soon cast doubts on the equity of 
valuation based on original cost. The 
continuing rise in prices since 1945 
and the suspicion that inflation is a 
built-in feature of the modern econo- 
my have reinforced these doubts. The 
result has been renewed attacks on 
cost as the basic determinant of the 
rate base. Reproduction cost has 
come back into favour, at least in 
some jurisdictions. A more sophisti- 
cated valuation tool known as “trend- 
ed original cost” has also come into 
vogue. It consists of original cost 
figures adjusted upwards by the ap- 
plication of price indices. A few 
utility commissions are setting the rate 
base at an arbitrary round figure 
somewhere between original cost and 
reproduction cost or trended original 
cost. As yet, however, the agencies of 
the federal government and most 
State utility commissions have not 
been diverted from adherence to orig- 
inal cost. 


The Rate of Return 

Until comparatively recently, the 
rate of return has received less em- 
phasis than the rate base. Here again, 
we find that the standards of mea- 
surement set up by the courts have 
proved difficult to apply. The most 
frequently quoted statement of prin- 
ciples governing the rate of return is 
that made by the Supreme Court in 
1921 in the case of the Bluefield 
Water Works & Improvement Com- 
pany v. State of West Virginia. “A 
public utility is entitled to such rates 
as will permit it to earn a return on 
the value of the property which it em- 
ploys for the convenience of the 
public, equal to that generally being 
made at the same time and in the 
same general part of the country, on 
investments in other business under- 
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takings which are attended by corres- 
ponding risks and uncertainties; but it 
has no constitutional right to profits 
such as are realized or anticipated in 
highly profitable enterprises or specu- 
lative ventures. The return should be 
reasonably sufficient to assure con- 
fidence in the financial soundness of 
the utility, and it should be adequate, 
under efficient and economical man- 
agement, to maintain and support its 
credit and enable it to raise the 
money necessary for the proper dis- 
charge of its public duties. The rate 
of return may be reasonable at one 
time and become too high or too low 
by changes affecting opportunities for 
investment, the money market, and 
business conditions generally.” 


Setting the rate of return requires 
appraisal of the returns earned in 
comparable business undertakings, 
degree of risk involved in the utility 
operation, overall current economic 
conditions, competence of utility 
management and the return required 
to maintain credit and attract new 
capital. Most of these criteria are 
either wholly matters of judgment or 
are difficult to establish objectively. 
The last two, however, namely the 
requirement that the return should 
maintain credit and be sufficient to 
attract new capital, have led general- 
ly to the introduction of evidence as 
to the “cost of capital”. To main- 
tain a utility's credit it is necessary 
to meet the annual charges on capital 
invested in the past, and to attract 
new capital it is necessary to provide 
for the return currently being de- 
manded by investors. 


Cost of Capital 

What, then, is the cost of capital? 
On bond issues the annual cost is the 
amount required to pay interest and 
cover amortization of discount and 
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financing expenses. On preferred 
stock it is the amount required to 
cover dividends. On common stock it 
is the amount required for dividends 
and to provide the necessary addition 
to surplus. It has proved easy to 
compute the actual annual cost of 
bonds and preferred stock and the 
anticipated cost of new issues of such 
securities, but it is considerably more 
difficult to arrive at a figure for the 
past or estimated future cost of com- 
mon stock capital. 

The customary approach is to work 
out earnings-price ratios and divi- 
dend-price ratios for the utility and 
for comparable business undertakings. 
If dividend-price ratios are used, it is 
necessary also to assume or arrive at 
a proper pay-out ratio (ie. ratio of 
dividend payments to earnings) in 
order to determine the earnings the 
utility must have to service its com- 


mon stock. These calculations present 
many practical difficulties and require 
experienced judgment. In the pro- 
cess of making the computations there 
is once again considerable danger of 
circular reasoning, because the market 
price used in earnings-price ratios and 
dividend-price ratios may not only be 
affected by current earnings and divi- 
dends but also by the investor's ex- 
pectations. 

Assuming, in spite of these dif_i- 
culties, that a cost of capital approach 
is used in determining the rate of re- 
turn, it is necessary to translate the 
costs for the various types of capital 
into an overall return to be applied 
to the rate base. This is usually done 
by arriving at a weighted average re- 
turn for all the capital outstanding. 
This process may be illustrated by the 
following simplified example: 


Type of capital Amt. O/S. Cost of Capital Amt. times cost 
MR cates bane $ 5,000,000 44% = §$ 225,000 
Preferred stock ............. 2,000,000 6% = 120,000 
Common stock equity ........ 7,430,000 10% = 743,000 
$14,430,000 $1,088,000 


Rate of returns equals 


The rate of return shown in this ex- 
ample, namely 7.54%, is intended to 
be a net return to the investors. 
Corporation income tax which would 
be deducted from the company’s prof- 
its before arriving at a net return to 
the shareholders is allowed as part of 
the cost of operations of the com- 
pany and therefore must be covered 
by the rate set. 

A variation in the proportion of the 
several types of capital would great- 
ly affect the weighted average return 
obtained. For example, an increase 


$ 1,088,000 = 7.54% 
$14,430,000 


in the proportion of bonds which are 
relatively low cost capital would nor- 
mally lower the overall return re- 
quired by the utility. When one con- 
siders also that bond interest is al- 
lowed as an expense for income tax 
purposes, it can be seen that the 
utility’s capital structure can have a 
substantial effect on its rates. Some 
utility commissions have dealt with 
this problem by determining the costs 
of capital as they would be for a 
theoretical capital structure and have 
arrived at the rate of return accord- 
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ingly. Others have considered this 
type of action to be an invasion of 
the rights of management because it 
places strong pressure upon the 
utility to conform to the ideal struct- 
ure selected. Accordingly, they have 
worked to the actual capital structure 
of the company being regulated. 
In view of the many items of judg- 
ment involved, it is questionable 
whether the cost of capital approach 
is as objective as it is intended to be. 
Certainly, it has of late been looked 
upon with increasing distrust. Many 
commissions have not gone into such 
great detail in setting a rate but have 
merely arrived at an overall rate. 


An Alternative Method 


In a few jurisdictions a formula 
quite different from the “rate base- 
rate of return” method has been used 
in rate making. This alternative 
formula, which may be called the 
“capital requirements” method, is well 
illustrated by the dealings of the Can- 
adian Board of Transport Commis- 
sioners with the rates of the Bell Tele- 
phone Company of Canada. In essence 
it is the setting of rates which will 
cover the operating costs of the utility 
and the annual income required for 
the utility’s outstanding capital. Thus, 
in the case of the Bell Telephone 
Company, the Board sets rates which 
will cover interest and carrying 
charges on its funded debt, common 
dividends at the rate of 8% on the par 
value of its stock, and allow a small 
addition to surplus account. The 
figure of 2% has been cited as a rea- 
sonable amount to be added to sur- 
plus, but in practice the company has 
rarely been able to earn the full 2%. 
The allowance for surplus seems to 
be intended to give the company 
some reserve in case revenue should 
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fall, rather than to provide for the 
company’s growth. 

Under this method the necessity of 
going through the laborious process 
of determining a rate base has been 
avoided. This seems not unreasonable 
when the regulatory body supervises 
the utility’s capital issues to see that 
sufficient consideration is received for 
them and that the money so received 
is properly expended. The method, or 
at least its application by the Board 
of Transport Commissioners, may be 
criticized, however, in its approach to 
the return of common stock. In prac- 
tice the return has been set with little 
study as to the appropriateness of its 
rate. The going dividend rate has 
been accepted almost as a fixed factor, 
while the allowance for surplus over 
and above dividends has been quite 
nominal. As a result, the stock has 
tended to have the investment char- 
acteristic of a bond. It has practically 
no opportunity for growth and its re- 
turn is fixed, except for the possibility 
of gain through the issuance of rights 
to shareholders to subscribe for addi- 
tional stock on favourable terms. It 
may also be questioned whether the 
policy of allowing so small a reserve 
against fluctuation in the income ac- 
cruing to the common shareholders is 
entirely appropriate. 


Today’s Major Problems 


Currently there are two important 
problems in utility regulation. One is 
the delay which normally occurs be- 
tween the initiation of proceedings 
to alter rates and the issuance of an 
order by the regulatory commission. 
This period, known as “regulatory 
lag”, may extend from six months to 
a year or more. In that time great in- 
jury may be sustained either by the 
utility or its customers. To minimize 
the regulatory lag it would appear 
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that the process of regulation, al- 
though inherently complex, requires 
some simplification. A major step to 
this end would be the elimination of 
the search for the will-o’-the-wisp 
“value of property” in establishing the 
rate base. Had the courts been more 
familiar with the basic concept of 
double entry bookkeeping, it might 
have been generally realized long ago 
that a rate base consisting of property 
cost less depreciation plus working 
capital must equal the amount of dol- 
lars invested in the enterprise through 
long term debt, share capital and re- 
tained earnings. This being so, the 
outstanding capital of the utility can 
provide a more convenient rate base 
than complex calculations of the value 
of utility property and other assets. 


Another problem which cannot con- 
veniently be avoided much longer is 
posed by inflation. As indicated 
earlier, attempts have been made to 
adjust property values to replacement 
costs by the use of trended original 
cost figures or reproduction cost ap- 
praisals. Whether a_ utility's rates 
should be adjusted currently to pro- 
vide in full for the probable future re- 
placement cost of its property is a 
fundamental question. An unregulated 
enterprise can raise its prices to cover 
replacement costs because new enter- 
prises in the same line of business 
must actually recover such costs and 
thus a minimum level is set to price 
competition and a utility should be 
permitted to do likewise. On the other 
hand, if a utility’s property has been 
financed in part by bonds and pre- 
ferred stock, the investors are entitled 
to be repaid no more than the original 
amount of dollars contributed by 
them. Therefore, if enough dollars 
are recovered from the rates to re- 


place the plant at a higher price level 
than that prevailing when it was 
constructed, the whole excess of dol- 
lars recovered over the original cost 
will accrue to the equity investors and 
they will more than maintain their 
original investment intact in real 
terms. 

Some argue that the common 
stockholder invests dollars only in the 
utility and is entitled to receive back 
his investment in dollars only, no 
matter how these dollars may have de- 
preciated in the meantime. But this is 
to ignore the distinction between the 
equity investor and the bondholder. 
The common shareholder undertakes 
the greatest part of the risk of failure 
or of inadequate earning power. Reg- 
ulation provides no guarantee against 
failure. The experience of the transit 
utilities, which in recent years have 
generally failed to earn an adequate 
return at any level of rates, is ample 
proof of this fact. 

In discussing rate making for util- 
ities, many important points of detail 
must be mentioned only briefly. In 
addition, every individual utility will 
present problems in its regulation 
peculiar to itself alone, problems 
which require the exercise of great 
judgment on the part of the regu- 
latory commission. Utility regulation 
was founded to protect the interests of 
the public against abuse of the mon- 
opoly-like power inherent in utilities. 
Another danger equally to be avoided 
lies in the possibility that the regu- 
latory process hinders the fullest de- 
velopment of the utilities. On balance, 
however, when the record of utility 
growth in the United States and Can- 
ada is considered, it must be admitted 
that so far, for the most part, regula- 
tion has fairly avoided this danger. 
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Accounting Research 


ACCEPTANCE OF RECENT RESEARCH 
BuLietTins — CONCLUDED 


By Gertrude Mulcahy, B.A., C.A. 


In November and December, con- 
sideration was given to the tech- 
niques used by Canadian account- 
ants in those areas of financial report- 
ing covered in Bulletins Nos. 9, 10 
and 11. To conclude this discussion, 
a similar analysis is now made of the 
treatment of income tax credits re- 
sulting from the application of the 
loss carry-over provision of Canadian 
tax law which was the subject of re- 
commendations in the most recent 
submission of the Committee on Ac- 
counting and Auditing Research, Bul- 
letin No. 12. 


Bulletin No. 12 — 
Loss-Carry-Over-Credits 

Since the taxation year 1943, Can- 
adian tax law has made provision 
for loss-carry-over deductions. In 
1948, the committee recognized that 
the provision for income taxes is a 
significant factor in determining net 
profit for the year of most corpora- 
tions. It included, in Bulletin No. 3, 
suggestions as to the desired treat- 
ment in circumstances where the ap- 
plication of such provisions resulted 
“in material reductions of what 
would otherwise have been the tax 
liability for the year or in the creation 
of a claim for a refund”. At the time 
of this release, the committee noted 
that “to date relatively few published 


1 Bulletin No. 3 


Director of 
Research, C.I.C.A. 


statements have dealt with such 
matters. Those which have dealt 
with them indicate a diversity of 
treatment which may be confusing to 
the reader.” 

In August 1956, because the prob- 
lem of tax allocation had grown in 
importance and because increased 
emphasis was being placed on the 
figure for net profit for the year, 
Bulletin No. 12 was prepared to 
supersede the suggestions of Bulletin 
No. 3 as guides to adequate income 
measurement in such circumstances. 
Sufficient time has not yet elapsed to 
obtain any indication of the impact of 
the recommendations of this bulletin 
on current reporting techniques. 
However, a review of the practices 
followed in the financial statements 
analyzed for 1955, 1954 and 1953 
will disclose the extent to which com- 
mon techniques used in the years im- 
mediately preceding this release were 
in line with or varied from the sug- 
gested procedures. 

Of the 275 financial statements 
analyzed for 1954 and 1953, 7 and 5 
respectively disclosed the existence 
of a tax credit resulting from the 
carry-forward of a loss experienced 
in prior years. Of the 287 state- 
ments for 1955 analyzed to date, 8 in- 
dicated a similar situation. The fol- 
lowing table summarizes the tech- 
niques used in these statements in ac- 
counting for the loss-carry-forward 
credit. 


2 ibid 
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DISCLOSURE OF 
Loss-CarryY-FORWARD CREDIT 


No. of Cos 
1955 1954 1953 


Provision for income taxes 
less adjustment 
Net provision for income 
taxes set out as separate 
item before net profit — 
amount of carry-forward 
credit set out in footnote 1 2 1 
Net provision for income 
taxes set out as separate 
item before net profit — 
amount of carry-forward 
credit not disclosed ... 3 2 - 
No provision for income 
taxes because of prior 
years loss carried for- 
ward for tax purposes — 


per note, amount of 

carry-forward credit not 
MEE. sec cians 3 2 1 

Two figures before net 
ME er sere he 1 1 8 
en CS Seesidens 8 7 5 


In Bulletin No. 12, the committee 
stated that, under such circum- 
stances, it preferred that “the amount 
charged for income taxes be the am- 
ount that would be chargeable if no 
loss-carry-forward credit were avail- 
able. The tax reduction resulting 
from the deduction of the loss of a 
prior year may be brought into ac- 
count after arriving at net profit for 
the year or as an adjustment in the 
statement of earned surplus.” 

However, the committee accepted 
the view that “the net profit for the 
year may be reported as the amount 
determined after charging as income 
taxes the amount actually payable 
in respect of taxable income for the 
year, provided the effect of the re- 
duction of taxes on the net profit for 
the year is set out in an explanatory 
note in the financial statements.” 


In all cases in each of the three 
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years analyzed above, the treatment 
of the loss-carry-forward credit was 
along the lines of the alternative 
treatment recognized in Bulletin No. 
12. The loss-carry-forward credit 
was taken into account in arriving at 
the figure designated as net profit. 
However, in only 2, 3 and 4 of the 
1955, 1954 and 1953 statements re- 
spectively was the effect of the re- 
duction of taxes on the net profit dis- 
closed. This information was specifi- 
cally noted by the committee as an 
essential condition to the acceptabil- 
ity of such treatment. 


Of the financial statements ana- 
lyzed for 1955, 1954 and 1953, 8, 14 
and 18 respectively disclosed the 
existence of a tax credit resulting 
from the application of the current 
loss against profits earned in the prior 
year. The following table summar- 
izes the methods used in these state- 
ments in accounting for the _loss- 
carry-back. 


DISCLOSURE OF 
Loss-Carry-Back-CrEDIT 


Recovery — No. of Cos 
loss carry-back 1955 1954 1953 
Separate item before net 
NG hor i A Asean: 6 8 ll 
Separate item after net loss 1 1 1 
Separate item in surplus .. — 5 1 
Separate item before net 
profit — tax recovery con- 
verts loss to a profit .. 1 —- — 
PME eects 8 14 13 


In such circumstances, the com- 
mittee suggested that “in a year of 
loss when part or all of the loss may 
be carried back to effect a tax re- 
covery of significant amount, the loss 
before tax adjustment should be dis- 
closed. Since the loss gives rise to 
the tax adjustment, the tax recovery 
may properly be brought into ac- 
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count in arriving at the net loss for 
the year.” 

This suggested treatment had al- 
ready been adopted by 6, 8 and 11 of 
the companies concerned in 1955, 
1954 and 1953 respectively. In the 
other cases, except for one in 1955, 
the loss-carry-back credit had been 
excluded from the computation of net 
loss for the year, being set out as a 
separate item either after net loss or 
as an adjustment of surplus. The ex- 
ception in 1955 in which the current 
loss on operations is converted into a 
profit by the tax recovery is discussed 
later on in this study. (See example 
2, page 159. ) 

The problems of accounting treat- 
ment and statement presentation cre- 
ated by the repeal of Income Tax 
Regulation 1100(4) are not limited 
to the current provisions for income 
taxes payable but extend also to loss- 
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carry-over credits. In all but 3 of the 
16 statements concerned in 1955, 
there was no indication that the ad- 
justment or recovery has been calcu- 
lated on the basis of capital cost al- 
lowances in excess of recorded de- 
preciation. Since no deferred credit 
had been set up in any of these state- 
ments, it was assumed that the tax 
credit taken into the accounts was the 
actual adjustment or recovery. 

The treatment followed in the 3 
statements indicating that the credit 
had been increased by claiming ex- 
cess capital cost allowances are set 
out in examples 1, 2 and 3. 

Examples 1 and 2 deal with a tax 
recovery resulting from the applica- 
tion of current losses against the 
profits of the prior year. They dem- 
onstrate a complete contrast of ac- 
counting treatment of the results of 
the excess capital cost allowance. In 


Example 1 


In Statement of Profit and Loss 


Loss from Operations, after deducting Provision for Depreciation 


and all Operating Charges .......... aoe Peace $19,732 
Reduction of Prior Year’s Income Taxes on application of loss 
Re IMME MENA a a ie ae ah ce i crt $21,780 
Current Year's tax reduction applicable to future periods 
FOO Pere oar ety ou erar uh vote er a 13,389 
8,391 
Net loss for the year $11,341 
In Balance Sheet 
LIABILITIES 
DEFERRED 
Accumulated Tax Reductions Applicable to Future Years $49,177 


Notes to Financial Statements 


4. Depreciation has been provided on the straight line basis in 
accordance with the Company’s policy of writing off Fixed 


Assets over the expected life. 


The Company will claim the maxi- 


mum allowances under Federal Income Tax Regulations which 
exceeds the Company’s provision by $28,206. These Taxes on 
Income recoverable for the year are, therefore, $13,389 more than 
they would otherwise be and this amount of tax has been deferred. 
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Example 2 


In Statement of Profit and Loss 
(UNDESCRIBED BALANCE) 


( $2,399.54) 


REDUCTION OF PRIOR YEAR’S INCOME TAXES ON 


APPLICATION OF LOSS FOR CURRENT YEAR .... 


NET PROFIT FOR THE YEAR 


Note to Financial Statements 


$5,920.60 


$3,521.06 


The capital cost allowance of $35,176.43 which it is intended to claim 
for tax purposes are $9,295.86 in excess of depreciation and amortization 
of leasehold improvements taken into the company’s accounts. This 
higher amount of capital cost allowances has increased the company’s 
current income tax recovery and thus increased net profits for the year 


by $4,554.98. 


the one case, example 1, the prin- 
ciples of the deferred credit method 
suggested in Bulletin No. 10 have 
been adapted, while in the other, 
example 2, the alternate treatment 
recognized in Bulletin No. 10 has 
been followed. 


In example 1, the current tax re- 
covery credit in the statement of 
profit and loss is shown as the amount 
of tax otherwise recoverable before 
adding the increased credit which re- 
sults from claiming capital cost allow- 
ances in excess of recorded deprecia- 
tion. The increase in the recovery 
is treated as a benefit to be deferred 
to the income measurement of future 
years when the excess capital cost al- 
lowance will be reflected as deprecia- 
tion in the accounts. This treatment 
conforms with the principle of match- 
ing costs and revenues. 

In example 2, however, the current 
tax recovery credited on the state- 
ment of profit and loss is the amount 
actually recoverable. It is not related 
to the operating results as recorded 
by the company but to the operating 
results as determined by the taxing 
authorities. The increase in the re- 
covery resulting from the excess capi- 


tal cost allowance is viewed as a de- 
crease in the currently reported loss. 
In this particular case, it converts the 
loss to a profit. This treatment evi- 
dently is based on the theory that the 
consideration of income taxes in the 
measurement of business income 
should be based upon the taxes actu- 
ally payable or recoverable. The dis- 
closure in the note clearly shows the 
effect of the increased recovery on 
the reported results of the year’s op- 
erations and explains the reasons why 
the tax recovery was so large. 


In example 3, the tax credit results 
from a loss carried forward from 
1954. The annual report of this com- 
pany for 1954 noted that: 


“The recovery of 1953 taxes has 
been calculated on the basis of the 
company claiming, as now permit- 
ted by the regulations of the In- 
come Tax Act, depreciation of 
$890,000 in excess of the deprecia- 
tion charged in the accounts of the 
Company during 1954. The addi- 
tional depreciation increases the 
loss for tax purposes, which loss, in 
accordance with the provision of 
the Income Tax Act, will be ap- 
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Example 3 


In Statement of Profit and Loss 
CRUIEPECAEMAEAEGI TRANG) i. wasp Sed vise dene bas ae ereeee $2,040,646 
Deduct: 


Provision for income taxes — 
Taxes payable after giving effect to prior 





years loss carry forward ............... $571,773 
Current year’s tax reduction applicable to 
COE ae eae 293,280 865,053 
Provision for fluctuation in inventory values 
less income tax provided thereon ........ 265,000 1,130,053 
Balance transferred to earned surplus .......... $910,593 


In Statement of Earned Surplus 
Deduct: 
Transfer to accumulated tax reduction applicable to future 
years — the tax saving arising from the additional 
capital cost allowance claimed in 1954 for income tax 
SD ere no crete enaeh uny fy taro s okie ee hee a $418,300 


In Balance Sheet 


LIABILITIES 
ACCUMULATED TAX REDUCTION 
APPLICABLE TO FUTURE YEARS 
TOES og cote aus baa aca ka ene $711,580 


Notes to Financial Statements 
(Note 2) — Accumulated Tax Reduction Applicable to Future 
Years— 

This is the amount by which income taxes otherwise pay- 
able, in respect of this and prior years, have been reduced 
by claiming for tax purposes capital cost allowances in 
excess of the depreciation recorded in the accounts. It is 
applicable to those future periods in which the amounts 
claimed for tax purposes will be less than the depreciation 
recorded in the accounts. 


In Directors’ Report 

Depreciation has been provided in the accounts on a 
“straight-line” basis, but for taxation purposes the maximum 
capital cost allowances are being claimed. The tax deferment, 
as a result of this, for 1955 is $293,280, and, as noted above, this 
amount has been set aside to accumulated tax reduction applic- 
able to future years. The opportunity is also being taken to set 
aside, out of the earned surplus, the tax deferment resulting 
from the effect of this in earlier years. 
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plied to eliminate the taxable 

profit for 1953 and the balance 

then remaining to reduce the tax- 
able profit of subsequent years.” 

The procedures used in the 1955 
statement recognize to some degree 
the principles of the deferred credit 
method of income tax allocation. Both 
the current tax reduction and the in- 
crease in the loss-carry-over-credit re- 
sulting from the claiming of capital 
cost allowances in excess of recorded 
depreciation, were treated as applic- 
able to future years and set up as de- 
ferred credits. 

The current tax provision set out 
in the statement of profit and loss 
gave effect to a reduction in taxes re- 
sulting from the application of a loss- 
carry-forward which in turn had 
arisen directly from a claim for ex- 
cess capital cost allowances. The 
company’s reported net loss for 1954 
was $96,168 which included an ex- 
pense item of $62,559 for amortiza- 
tion of bond and debenture discount 
and expense, which is not deductible 
for tax purposes. The company’s loss 
for tax purposes for 1954 was then 
apparently made up of some $30,000 
loss as recorded in the accounts plus 
$890,000 excess capital cost allow- 
ance. A portion of this loss had been 
applied to eliminate the taxable profit 
for 1953 in which year the statement 
of profit and loss showed a net profit 
before taxes of $609,485. Although 


the 1955 statements give no indica- 
tion of the amount of the loss-carry- 
forward credit deducted, it would 
appear that approximately $300,000 
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of the 1954 loss remained available 
for application in 1955. All or at least 
$270,000 of this figure, depending on 
whether or not the $30,000 loss re- 
corded in 1954 is considered to have 
been used upon the 1953 recovery, 
represents the balance of the excess 
capital cost allowance claimed. 

The surplus adjustment setting up 
the deferred credit was the tax sav- 
ings calculated at the current rate of 
47% on the $890,000 additional capi- 
tal cost allowance. Perhaps a more 
equitable measurement of income 
could have been achieved if the por- 
tion of this adjustment applied to re- 
duce the taxes payable in 1955 had 
been included in the deduction for 
income taxes in the statement of pro- 
fit and loss and set out in a fashion 
similar to the disclosure of the cur- 
rent year’s tax reduction. 

The amount of the current charge 
would then be related to the reported 
operating results and would be the 
amount of taxes that would have been 
payable if no excess capital cost had 
been claimed. As a minimum to pro- 
vide suitable disclosure, the amount 
of the loss-carry-forward credit de- 
ducted in arriving at the figure of 
$571,773 for taxes set out in the state- 
ment of profit and loss should have 
been stated. Today, with the recom- 
mendations of Bulletin No. 12 before 
us, the desirable procedure seems 
clearly to be the disclosure of the 
charge for current taxes before any 
loss-carry-forward reduction, the lat- 
ter being brought into account after 
net profit for the year. 








BY KENNETH M. PLACE, C.A. 


Administrative Accounting 


SHOULD WE SELL ACCOUNTING? 


At a recent members’ participation 
session of an accounting association, 
one of the questions for discussion 
was: “Rightly or wrongly accountants 
have acquired the title “God’s Frozen 
People’. They are slightingly refer- 
red to as bookkeepers”. 

Perhaps we ourselves are to be 
blamed for not combatting vocifer- 
ously enough this type of propa- 
ganda. What can we individually or 
as a group do about it? While the 
question was asked in a somewhat 
facetious manner, it nevertheless is a 
springboard for thinking about the 
relationship between the accountant 
and other members of a typical busi- 
ness organization. Probably the most 
significant factor in any such rela- 
tionship is the very limited under- 
standing that many levels of supervi- 
sion have of the function and purpose 
of industrial accounting in present- 
day commercial life. 

There are many evidences of this 
lack of understanding. The most 
common, however, is the ever-present 
concept that the accountant is a 
“bookkeeper”, his object in life being 
to record figures in a set of records 
so that they always balance to the last 
cent. Unfortunately, this concept in 
some shape or form is much more 
prevalent and is shared by more 
levels of supervision than appears on 
the surface. Webster's New World 
Dictionary defines accountancy as 
“the keeping or inspecting of com- 
mercial accounts’, and an accountant 


as “a trained person whose work is to 
inspect, keep or adjust accounts”. The 
definition of accounting in the same 
dictionary, however, is “the system, 
science or art of keeping, analyzing 
and explaining commercial accounts”. 
Certainly the latter definition more 
nearly approaches the primary aims 
of the industrial accountant today. 


If we acknowledge that there is a 
basic misconception of the functions 
of modern accounting, the first step 
in correcting it is to make a com- 
plete analysis of the reasons for its 
existence. Some research into the 
evolution of accounting is necessary. 
Originally, accounting was nothing 
more than bookkeeping. It com- 
prised the keeping of records of in- 
dividual ventures into the world of 
commerce and was in essence a re- 
cording of the results of each separate 
venture after the fact. The manage- 
ment waited patiently for the ac- 
countant to close his books before 
financial results were known, and 
only after the figures were compiled 
was it in a position to take action to 
improve the profitability of the opera- 
tion concerned. Analysis and expla- 
nation of the results came after the 
fact. 


In the business world of today, this 
accounting process is too slow to ful- 
fil the needs of management, since 
the possibility of loss should be recog- 
nized and corrective action taken in 
time to ensure a profit, or even to 
stop the undertaking before foresee- 
able losses wreck the business. Thus, 
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then, the need for financial planning 
has become an integral part of busi- 
ness administration, and it is here 
that the major developments in the 
overall field of accounting have taken 
place. 


Everyone is familiar with the parts 
played by the salesman, the produc- 
tion man, the research and develop- 
ment expert, and in general terms by 
top management. The same famili- 
arity, however, does not extend to the 
part played by the accountant. In 
order to orient the accountant’s role 
in the pattern of industry, let us re- 
view briefly just what it is. First, 
his traditional function of determin- 
ing the profits of business in total dol- 
lars is still of prime importance. This 
includes control of the overall me- 
chanics of the accounting system, the 
establishment of sound accounting 
practices in accordance with current 
concepts and principles, and the pro- 
vision of statistical information for 
management control purposes. As a 
necessary by-product of these func- 
tions, it is also his responsibility to 
ensure that all legal and company by- 
law requirements are satisfied. 


Secondly, he performs a major 
function in the design and prepara- 
tion of the financial plan which has 
become such an important tool in 
modern business administration. The 
accountant, of course, is not the mas- 
ter planner. That task usually falls 
upon a small group of top executives, 
including the financial or accounting 
officer. The accountant’s job is to 


reduce the various components of the 
plan to the lowest common denomi- 
nator — the dollar — and then to pre- 
sent the completed plan in such a 
way that it can be understood and 
used by those who will carry it out. 
He also must compare actual results 
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with the plan in such a way as to 
permit management to control opera- 
tions. 

Thus, the accountant has two vital 
roles to play in planning for profits — 
that of a member of the small policy 
circle and that of the recorder and 
controller who communicates the 
plan to operating management and 
then sees that management is fully 
advised of the degree of success 
achieved in carrying it out. Another 
important responsibility is to ensure 
that all those producing the informa- 
tion understand fully the aims of 
planning, for unless they do, the re- 
sults will leave much to be desired. 


In the last five to ten years, an- 
other phase of accounting which has 
undergone a major face-lifting is the 
clerical recording of information. 
Since shortly after the last war, the 
office machine manufacturers have di- 
rected a large part of their resources 
to developing applications of elec- 
tronics to office equipment. By this 
time tremendous volumes of informa- 
tion can be processed mechanically 
in a fraction of the time consumed by 
previous methods. A whole new 
field of control techniques has been 
made available to industry through 
automation in the office as well as on 
the production line, and a new chal- 
lenge has been presented to the in- 
genuity of the accountant, since the 
only practical limitations on these 
new techniques and machines are the 
degree of imagination exercised and 
the relative value of the information 
versus the cost of obtaining it. 


What does all this have to do with 
the accountant’s problem in achiev- 
ing an acceptable degree of under- 
standing, cooperation and acceptance 
from the other members of today’s 
industrial team? These factors are 
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the crux of any lack of understanding 
which may exist. Proper understand- 
ing means complete knowledge and 
agreement and before other units 
of the organization can cooperate 
with the accountant, they must have 
a working knowledge of what he is 
trying to accomplish. Our first reac- 
tion to this might be that surely the 
other parts of the company know 
what we accountants are trying to 
do; a large part of our effort is de- 
voted to helping them with their 
problems, attempting to simplify their 
work and to supply them with more 
up-to-date, accurate information in 
performing their particular duties. 


On second thought, however, this 
is seen to be a long way from the 
truth. In fact, there is an appalling 
lack of awareness of the overall aims 
and objectives of today’s industrial 
accountant. One basic cause of this 
is the very evolution of accounting 
from the simple operation of book- 
keeping to the complex operation of 
an up-to-date accounting system. For 
a number of reasons we accountants 
must take a major share of the blame 
for this ignorance. First, we sur- 
round our work with a vocabulary of 
our own. Such terms as costs, ex- 
penses, expenditures, accruals, credit, 
reserves, allowances and many more 
have varying meanings depending on 
the context. While they may be per- 
fectly clear to us, they are probably 
just as vague in their meaning to an 
engineer or a salesman as medical or 
legal terms are to accountants. Quite 
probably everyone of us at some time 
in the past has had some professional 
dealings with a doctor, lawyer, or 
an engineer or even a garage me- 
chanic and has come away with the 
ardent wish that he would talk in a 
language we could understand. Ac- 
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countants too are guilty of this very 
offence on many occasions. 


The second area where we can 
make a serious effort to improve the 
degree of understanding is our gener- 
al approach to other units of the or- 
ganization. There is a strong tend- 
ency among accountants to consider 
that their sphere of operations is so 
technical in many of its aspects that 
others cannot grasp the problems in- 
volved without some technical ac- 
counting background. This attitude 
is extremely unfortunate. Nothing 
can be more galling than to be treat- 
ed as if you were three parts idiot 
and could not be expected to un- 
derstand the problem in question. 
Yet most of us, at some time or other, 
have been guilty of issuing account- 
ing instructions without making any 
effort to explain the necessity for 
them. Here again, accountants can 
contribute greatly to better under- 
standing and harmony simply by giv- 
ing a simple but proper explanation 
for any changes made in accounting 
procedures, and also by discussing 
fully any special or unusual cases 
with those members of other units 
directly concerned. The dividends 
received will more than justify the 
time taken. 


The third area where accountants 
fall into a trap results from just the 
opposite approach: it is the error of 
taking too much for granted. This is 
probably the most frequent mistake, 
since nothing is easier than to at- 
tribute to someone more knowledge 
than he actually possesses. Again, 
spending a little more thought and 
time in communication with others 
can eliminate most of these problems 
and, incidentally, save time in the 
long run. This problem exists not 
only between the accountant and 








——= 


ADMINISTRATIVE ACCOUNTING 


other units, but also within the ac- 
counting unit itself. How often, for 
instance, are _ instructions’ given, 
which, while quite clear to the in- 
structor, result in an incomplete or 
absolutely different job being done. 
Making sure that instructions are self- 
explanatory and complete can avoid 
needless friction and _ contribute 
greatly in the long run to the over- 
all degree of understanding and har- 
mony. 

We, as accountants, can do a great 
deal to combat the impression that 
we are “God’s Frozen People” and to 
discredit the appellation of “book- 
keeper”. This reaction to us is fos- 


165 


tered through (1) ignorance of the 
real purpose and aims of accounting 
today, (2) failure of accountants 
themselves to put across their aims 
and purpose to others, and (3) a 
singular lack of salesmanship in the 
relations of accountants with other 
members of the business fraternity. 
What can we individually or as a 
group do about it? Since the basis of 
the accusation is lack of understand- 
ing abetted by our tendency to adopt 
a “holier-than-thou” attitude, we 
should exhibit a greater degree of un- 
derstanding and to exert ourselves to 
sell our profession in all our associa- 
tions at all times. 


LANGUAGE 


Two students from a Canadian college who made a motor tour of the 
United States last summer reported that their blazers seemed to arouse 


some curiosity among the people they met. 


The blazers bear the college’s 


Latin motto, Timor Dei principium sapientiae — “The fear of the Lord is 


the beginning of wisdom.” 


The curiosity was explained when an Oklahoma waitress asked them: 


“Where are you-all from?” 
“Canada,” they answered. 
“Oh, I see,” said the girl. 


2? 
was. 


“I’ve been wondering what language that 


— The Printed Word, published by Johnston, Everson & Charlesworth Ltd., Toronto. 











BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 


RECOVERY OF OVERPAID TAx 


It appears from Mr. Justice Came- 
ron’s recent judgment in Subsidiaries 
Holding Co. v. The Queen, pro- 
nounced on November 13 last, that 
taxpayers must be alert to protect 
themselves and cannot rely upon the 
beneficence of the Tax Department to 
do so for them. In particular a tax- 
payer must be astute to compute his 
tax correctly and to claim all deduc- 
tions to which he is entitled. For if 
he fails to do so no duty rests upon 
the Minister to call his attention to 
the mistake, and his sole remedy is 
thereafter to appeal the assessment. 
So Subsidiaries Holding Co. found to 
its cost, barring a reversal of Mr. Jus- 
tice Cameron’s decision by the Su- 
preme Court of Canada. 

In that case, the company in ques- 
tion reported total income of nearly 
$5,000,000 for 1951, of which all but 
a quarter million dollars represented 
dividends from an American subsidia- 
ry company and the balance interest 
upon a loan to the American subsi- 
diary. Withholding tax on both sums 
had been imposed by the United 
States, at the rate of 5% on the divi- 
dends and at the rate of 15% on the 
interest. As the Canadian Income Tax 
Act read at that time, the Canadian 
holding company was entitled to claim 
a deduction from its Canadian tax 
of the tax paid in the United States 
tax on its entire income from the 
United States subsidiary, ie. both 
dividends and interest. Unfortunately 
for the Canadian company, however, 


it neglected to claim the tax credit in 
respect of the dividends from its Unit- 
ed States subsidiary, restricting itself 
to claiming a tax credit in respect of 
the United States tax on the interest 
paid by the subsidiary to the Cana- 
dian parent. The Minister accepted 
the company’s return and assessed it 
to tax of some $66,000 for the year 
though in point of fact the company 
really owed no tax whatever to Can- 
ada in 1951. 


The company naturally did not ap- 
peal from the assessment, based as 
it was on the company’s own return, 
but some time later—after the time 
for appeal had expired its auditors 
noted the error and called the matter 
to their clients’ attention. Over what 
must then have transpired we will 
draw a discreet veil but in the end 
solicitors were consulted and an ap- 
plication was forthwith made to the 
Minister to make a refund of the 
overpaid tax. 


Up to this point, and for a little 
distance further, everything seems 
fairly clear and straightforward. The 
company had paid the Canadian 
Treasury by way of tax a greater sum 
than was owing. That this was so was 
cheerfully conceded by the Minister 
and his officers when the matter was 
called to their attention. Moreover, 
the Income Tax Act itself clearly re- 
quires the Minister to refund an over- 
payment of tax if application for the 
refund is made within 12 months from 
the date of the overpayment or the 
date on which the notice of assess- 
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ment was sent. Nevertheless, said the 
Minister, no refund would be made, 
and Mr. Justice Cameron of the Ex- 
chequer Court has held that the Min- 
ister was right. 

The learned Judge’s reasoning, 
founded on his construction of s. 52 
of the Income Tax Act as it stood in 
1951 (now s. 57), is that tax is over- 
paid only if it exceeds the amount of 
tax fixed by assessment and not other- 
wise, and that as in this case the 
amount paid by the taxpayer was the 
precise amount fixed by the assess- 
ment there was no place for the ap- 
plication of the section on which the 
company relied. He emphasized that 
another section of the Act provides: 
“An assessment shall, subject to being 
varied or vacated on an objection or 
appeal and subject to a reassessment, 
be deemed to be valid and binding 
notwithstanding any error, defect or 
omission therein or in any proceeding 
under this Act relating thereto.” 


Conclusion: A taxpayer who over- 
pays his tax and does not appeal from 
the assessment within the time pres- 
cribed can recover the overpayment 
only if he can persuade the Minister 
to reassess him for the same year. 


& * * 


A READER'S QUERY 


We recently received a letter from 
one of our readers, in which, amongst 
other things, he says: 

“I am somewhat concerned over 
your apparent opinion of the Eli Lilly 
case that there are two views possible 
on the subject of the liability for the 
debt at the date the debt is incurred 
when incurred in terms of foreign cur- 
rency. Surely a balance sheet disclos- 
ing the full liabilities of a business 
with unpaid amounts due in foreign 
currency cannot properly reflect the 
liability in terms of Canadian currency 
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(which, of course, is the currency 
in which the balance sheet is pre- 
pared) if the debts are shown in 
terms of that foreign currency. Is 
there really a question of contingent 
liability at all? Is it not just the ac- 
tual liability in terms of Canadian 
currency at the date the goods are 
received on the normal terms of pay- 
ment?” 

Perhaps, we might recall to our 
other readers the facts of the case 
to which our correspondent refers. In 
the Eli Lilly case, a Canadian im- 
porter from an American supplier (its 
parent company) showed the indebt- 
edness for goods purchased during 
each fiscal year in the amount of the 
Canadian dollars required to satisfy it 
at the end of that year. The debt was, 
however, not then paid, and when it 
was paid some years later the Cana- 
dian dollar had risen in value vis-d- 
vis the U.S. dollar so that the amount 
required to meet the debt was less 
than the amount originally entered 
in the company’s books, and which 
it had deducted as a business expense 
in its income tax return for the year 
in which the goods were imported. 
The Taxation Division claimed that 
the difference between the debt as 
first entered and when paid was a 
taxable receipt of the year in which 
it was paid and subject to tax in that 
year. The case ultimately reached the 
Supreme Court of Canada which, by 
a majority of three Judges to two, 
held that the Division was warranted 
in the action it took. 


It was on the basis of the majority’s 
reasoning that this commentator ex- 
pressed the view which his corres- 
pondent now assails. The majority of 
the Court held that the obligation of 
the Canadian importer to pay for its 
U.S. purchases in U.S. currency in- 
troduced an element of uncertainty 
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and, therefore, that any provision 
made in its accounts in respect of 
that uncertainty was a reserve for a 
contingency. It is clear that the un- 
certainty to which they referred was 
the amount of additional Canadian 
dollars that would be required to sa- 
tisfy the indebtedness to the U.S. sup- 
plier when that indebtedness came to 
be met. It is clear also that under 
the Canadian Income Tax Act deduc- 
tion of a reserve for a contingency is 
prohibited. Ergo, in the opinion of 
the majority of the Supreme Court a 
Canadian importer cannot claim a 
deduction for premiums on foreign 
currency in computing the cost of 
goods purchased during the year from 
foreign suppliers. 

One may quarrel with that view 
but, unless this commentator has 
wholly misread the judgment of the 
majority of the Supreme Court in the 
Eli Lilly case, the above is an accurate 
reflection of the reasons expressed 
therein. 


As this commentator has pointed 
out before, one would have supposed 
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that on that view of the situation the 
Eli Lilly Company should have won 
its dispute with the Minister since 
what he was really seeking to do was 
to correct in a later taxation year a 
mistake he had made in an earlier 
year, to wit, by adding to the tax- 
payer's income in 1946 the amount of 
a deduction which he had mistakenly 
allowed the taxpayer in 1939. This the 
majority of the Court held that he 
could do though without giving rea- 
sons, and this commentator invites 
any reader to furnish his own. 


My correspondent, therefore, may 
properly infer from the foregoing that 
two views are possible on the subject 
of the liability for debts due in foreign 
currency to foreign suppliers. As this 
commentator has also said, however, 
it is perhaps extremely doubtful 
whether the Supreme Court of Can- 
ada will apply this decision to other 
cases which are not on all fours with 
it, though stare decisis being what it 
is, it would also seem that the Eli 
Lilly decision is presently the law of 
Canada. 




















BY PETER C. BRIANT, B.COM.,C.A. 


Current Reading 


MAGAZINE ARTICLES 


ACCOUNTING 

“A RevisEp STATEMENT OF ACCOUNT- 
ING PrincipLes” by Kiyoshi Kurosawa 
et al. The Science Council of Japan, 


pp. 29. 

In July 1949, the business account- 
ing council of the Science Council of 
Japan published “A Statement of 
Business Accounting Principles”, 
which is said to have exerted con- 
siderable influence upon Japanese 
corporate accounting practices. The 
present publication contains a revi- 
sion of that earlier statement, to- 
gether with an “Introduction” and 
“Commentary” by Professor K. Kuro- 
sawa of Yokahama University. 


Throughout the 29 pages the read- 
er finds a delightful blending of East 
and West. Although printed in Eng- 
lish, the narrative bears an unmis- 
takably Japanese imprint. Professor 
Kurosawa refers, for example, to an 
“Extra-ordinary colossal loss”. The 
concepts outlined appear to be whol- 
ly western in origin, emphasizing the 
universality of some accounting prin- 
ciples and the rapid industrialization 
of modern Japan. 

American influence on current Jap- 
anese business practices is immedi- 
ately apparent. On pages 1 and 2, 
Kurosawa refers to “C.P.A.’s”, “S.E.C. 
Regulations of the Ministry of Fi- 
nance”, and to the “Internal Revenue 
Service”. The narrative dealing with 
the classification of balance sheet 
items, on the other hand, is not too 


dissimilar from section 116 of our 
own Companies Act (Canada) 1934. 
It is unlikely, though, that “Reserve 
for Dearth of Water” would ever be 
mentioned in Canada as an item to be 
included in current liabilities. 


In the matter of terminology, Jap- 
anese accountants do not seem to be 
as up-to-date as they might be. Ref- 
erence is made on pages 13 and 14 to 
“Reserve for Depreciation”, “Reserve 
for Tax Liability”, and “Reserve for 
Special Repairs”. Again on page 18, 
the report refers to “depreciation” of 
intangible assets, instead of “amorti- 
zation”. And, on page 15, the term 
“Reserve for Earned Surplus” is used. 


Nevertheless, the members of the 
Business Accounting Council are to 
be congratulated on having produced 
a succinct yet comprehensive work on 
an important and difficult subject. 
They demonstrate a sound under- 
standing of present-day accounting 
principles, to the extent that such 
principles have been developed. Most 
of their errors undoubtedly stem from 
the difficulties of transposing ideas 
from English into Japanese, and then 
back into English again. There is 
little doubt that Canadian professors 
of accounting would fare less admir- 
ably if they attempted to produce a 
similar work in Japanese. 


By the publication of this booklet, 
the members of the council hope to 
enhance the degree of association and 
intellectual exchange with scientists 
abroad. Communications should be 
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addressed to Mr. Hirome Arisawa, 
Executive Chairman, The Third Di- 
vision, The Science Council of Japan. 


“INADEQUATE DEPRECIATION IN THE 
Metats MANUFACTURING INDUSTRY” 
by Wilbert A. Walker. The Control- 
ler, December 1956, pp. 572-576. 

Mr. Walker, vice-president and 
comptroller of the United States 
Steel Corporation, tells the sorry 
story of the inadequacy of deprecia- 
tion charges in his industry during 
the past 15 years. For all U.S. indus- 
try, he says, depreciation charges 
based on original cost are currently 
falling short of what those charges 
would be in dollars of constant pur- 
chasing power by $7 billion a year, 
or one-third of the reported earnings 
of all manufacturing and utility cor- 
porations. In the steel industry, 
where the cumulative rate of increase 
in cost of assets is said to have aver- 
aged 7% per annum since 1940, de- 
preciation charges need to be more 
than doubled to provide for the re- 
covery of originally expended pur- 
chasing power. 

Mr. Walker asserts that legislation 
recognizing the realities of deprecia- 
tion during a period of cost inflation 
must be introduced. Otherwise, he 
writes, the past resort to accelerated 
depreciation will result in deprecia- 
tion charges in the steel industry de- 
clining from $400 million in 1955 to 
$75 million in 1961. 

In a concluding note, Mr. Walker 
urges all accountants to make short- 
run estimates of the amount of capital 
expenditures required merely to stay 
even. For the steel industry, such 


estimates indicate that “in 1960 the 
industry will need nearly twice as 
much as it gets out of wear and tear 
just to stay even. The aggregate de- 
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ficiency for the five years is about 
$3.0 billion. . .” 

As with many other contemporary 
proponents of his viewpoints, Mr. 
Walker has not taken productivity 
changes into consideration. He talks 
of staying “even” in terms of fixed 
asset investment in dollars of con- 
stant purchasing power. It is quite 
possible, however, that with “break 
even” defined in terms of a bundle of 
productivity, depreciation charges 
may well prove to be adequate. The 
real question may perhaps be the 
adequacy of such internally gener- 
ated funds for expansion purposes. 

Productivity increases in the steel 
industry may not be sufficient to 
compensate for cost increases. Even 
so, no writer on this subject should 
arrive at definite conclusions without 
recognizing that the _ possibility 
exists. 


“PETROLEUM AccouNTING” by Horace 
R. Brock. The Journal of Account- 
ancy, December 1956, pp. 53-67. 


This article provides a four-part 
discussion of the accounting treat- 
ment currently accorded to costs of 
geological and geophysical explora- 
tion and of the practices being fol- 
lowed in accounting for the acquisi- 
tion, development, and disposition of 
oil and gas leaseholds. The informa- 
tion was gathered from a total of 61 
oil producers of various sizes who 
produced about 63% of the total 
United States output of crude oil in 
1953. 

A diversity of accounting practices 
in the petroleum industry is revealed. 
About 35% of the reporting com- 
panies expense all exploration costs, 
for example; the remaining 65% cap- 
italize only those exploration costs 
that can be attributed to the dis- 
covery and development of specific 
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oil reserves; none of the companies 
capitalizes all exploration costs, re- 
gardless of results. Another point of 
dispute is the distinction between 
accounting for work performed under 
contract and that performed by the 
oil producer's own staff. 

In general, Mr. Brock observes a 
tendency for large producers to fol- 
low conservative policies while small- 
er companies capitalize a greater part 
of exploration costs, particularly pay- 
ments to outside contractors. But the 
lack of exchange of information be- 
tween companies on methods and 
procedures followed is, in his opinion, 
the prime cause of the great diversity 
of treatment. 


AUDITING 

“THe APPLICATION OF STATISTICAL 
SAMPLING TECHNIQUES TO AUDITING” 
by E. W. Gaynor. The Internal Aud- 
itor, December 1956, pp. 11-27. 


This article, by a member of the 
U.S. Army Audit Agency, will find 
particular favour with those auditors 
who want to learn something about 
the application of statistical sampling 
techniques in their field, but shy 
away from the mathematics involved. 
Indeed, the author has been so care- 
ful to omit mathematical complica- 
tions from his initial survey of sam- 
pling theory that his exposition 
suffers in clarity. A prospective read- 
er of this article would therefore be 
well advised to review the properties 
of the normal curve and measures of 
dispersion in any standard textbook. 

With this background, full benefit 
can be derived from the second half 
of the article, which is the core of 
Mr. Gaynor’s contribution. Here, he 
demonstrates ways of using sampling 
techniques for selecting sampling 


plans and for predicting the es- 
timated quality of a given work-lot. 
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Tables presented show a collection 
of single sampling plans for a finite 
universe and sequential sampling 
plans where the size of the worklot 
cannot readily be determined. 

A most interesting feature of this 
paper is the illustration of the ap- 
plication of the control chart tech- 
nique to control the dollar amount of 
error. The method has been used in 
production quality control for many 
years, but this is possibly the first 
time that its application to auditing 
has appeared in a published article. 
This is therefore a useful contribution 
on an important subject. Gaynor 
points out that the control chart tech- 
nique affords an excellent method of 
control where audits are performed 
frequently or on a continuous basis. 
It reveals situations causing an ex- 
cessive amount of error that would 
not be disclosed by simple averag- 
ing only. 

This excellent article is required 
reading for all auditors. A common 
fear with many of us is that statis- 
tical sampling substitutes mathema- 
tics for judgment and that future aud- 
itors will have to be competent math- 
ematicians as well as accountants. 
The fact is that statistical sampling 
improves the auditor’s ability to make 
a considered judgment and provides 
him with a logical means for justify- 
ing his conclusions. 


MANAGEMENT 
“DELEGATION OF AUTHORITY AND RE- 
SPONSIBILITY by B. A. C. Hills, Cost 
and Management, November, 1956, 
pp. 369-378. 

The tail-end of this article contains 
a timely message for any accountant 
in industry who aspires to rise to 
top management rank. 

Coordination of the work of his 
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subordinates, together with leader- 
ship, constitutes the main job of chief 
executive, writes Mr. Hills. The 
amount of coordination required is 
greatest when delegation of authority 
and responsibility is on a functional 
basis; it is least when the delegated 
areas are made as autonomous as pos- 
sible by splitting company operations 
on a geographic area or product 
basis, with each unit responsible for 
its own operating functions. “This 
delegation of functional coordination 
to the lower levels,” he writes, “and 
its replacement in the upper levels of 
coordination of product or area di- 
visions with their greater degree of 
autonomy at once raises the question 
of calibre of executives. For the 
upper ranks no longer can consist of 
functional specialists [such as ac- 
countants per se]; they must be re- 
placed by general managers—replicas 
of the chief executive, with the wider 
experience and broader vision, the 
absence of functional bias and posses- 
sion of more general knowledge that 
managership demands. . . .” 


PROFESSIONAL 

“A Practice oF YouR Own” by E. O. 
Lutz, The Journal of Accountancy, 
October, 1956, pp. 51-55. 

This is an article based on the ex- 
perience of a young public account- 
ant who decided to leave the relative 
security of employment in an estab- 
lished accounting firm to start a prac- 
tice of his own. 

The author stresses that an account- 
ing practice is built up over a period 
of time. He thus urges would-be 


practitioners to embark on the new 
venture without delay, to demonstrate 
that the new firm is available for 
business and in need of clients. “Every 
day of being an employee is a day 
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lost . . . . towards the moment when 
time will begin to work for you.” 


The main body of the narrative 
elaborates on ten rules that Mr. Lutz 
has distilled from his own experience: 

1. No matter how busy you are in sup- 
plementing your income and handling 
your practice, leave free time to see 
friends and business acquaintances. Do 
not endanger tomorrow's growth for 
today’s living needs. 

2. Concentrate on volume in the early 
years. 

8. Concentrate on developing your repu- 

tation. 

Acquire specialties. 

Maintain the highest ethical standards. 
Create an “alter ego”. 

Don’t do yourself what others can do. 
Be a “business” doctor. 

Treat your own business as if it were 
a client of yours. 

10. Only a quality business can endure. 


OND Oe 


SYSTEMS 


“CuTTING THE Cost OF PAPERWORK 
by Lydia Strong. The Management 
Review, December 1956, pp. 1061- 
1071. 

Two-thirds of the representatives of 
138 U.S. and Canadian companies 
who have participated in an A.M.A. 
survey on office costs said that meth- 
ods improvement, rather than mech- 
anization, was the most successful 
step their companies had taken to re- 
duce clerical jobs. Study, review, or 
simplification of procedures; estab- 
lishment of a methods or system de- 
partment; and centralization and in- 
tegration of office functions were 
among the improvements mentioned. 
Fewer than one-third mentioned 
mechanization, reports Miss Strong, 
though the majority have mechanical 
equipment; of 107 having a punched- 
card system, for example, only 12 
thought that this had been a major 


factor in reducing clerical costs. 
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Methods improvement is said to 
have started in the finance depart- 
ment in most of the 104 reporting 
companies that do have a person or 
department responsible for improving 
office methods, systems and pro- 
cedures. Responsibility seems to have 
remained with the finance depart- 
ment, for more than half of the sys- 
tems staffs report to the controller. 

Forms control and methods control, 
the most widespread systems activ- 
ities, are carried on by almost all the 
large companies and by four out of 
five of the small ones. Clerical work 
simplification studies are made by 93 
companies, office work measurement 
by 65 companies and quality control 
by 52. 

Despite all the systems improve- 
ment and increased use of mechanical 
equipment, the prospects of holding 
down office costs do not appear to be 
too bright, says Miss Strong. In 57% 
of the companies surveyed, the ratio 
of office employees to other em- 
ployees is rising; in 35% it is constant; 
only 8% have managed to reduce the 
proportion of office workers to others. 
But, she states, the improvement in 
reports for management forecasting 
and decision-making probably justi- 
fies the higher costs incurred. 

(57-\L 

, 477, ¢BOOK REVIEW 
Statistical Sampling for Auditors and 
Accountants. By Lawrence L. Vance 
and John Neter. New York: John 
Wiley & Sons, Inc.; London: Chap- 
man & Hall Ltd.; 305 pp.; $9.00. 

The co-authors of this treatise are 
well known to auditors and account- 
ants through their past efforts in the 
field of applying statistical sampling 
techniques to auditing and account- 
ing problems. Dr. Vance was as- 


sociated for six years with Peat, Mar- 
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wick, Mitchell & Co., Certified Public 
Accountants, and is now professor 
and chairman of accounting at the 
University of California. His “Scien- 
tific Method of Auditing”, published 
in 1950, was the first book-length 
treatment in this new and fascinating 
area. Dr. Neter is the author of many 
articles on statistical sampling in ac- 
counting appearing in The Account- 
ing Review and The Journal of Ac- 
countancy during the past decade; he 
is currently an associate professor of 
statistics at the University of Minne- 
sota. 

“Statistical Sampling for Auditors 
and Accountants” goes much further 
than Vance’s 1950 work and is the 
first comprehensive treatment of 
statistical sampling methods in audit- 
ing and accounting. It covers every 
phase of the subject from an intro- 
ductory exposition of basic sampling 
concepts to a final chapter on plan- 
ning and training in the auditor's 
office for utilization of statistical 
sampling techniques. The reader will 
find an orderly and scholarly pre- 
sentation of concepts and techniques. 
The book is replete with dozens of 
charts, formulas, and algebraic ex- 
amples showing practical applications 
of each concept being expounded. 
There is no question of the thorough- 
ness of treatment. 

A cursory glance through the book, 
however, will discourage any but the 
stouthearted or those well versed in 
mathematics and statistics. Despite 
a statement on the coverpiece that 
the book is “designed for the reader 
with little background in statistics”, 
it will be readily apparent that only 
a reader trained or conversant in 
statistics will be able to follow the 
countless tables and _ illustrations. 
This is no book for the tyro in math- 
ematics or statistics. 
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For the practitioner, however, or 
the academician who wants to keep 
abreast of the most important single 
development in auditing or account- 
ing in recent years, the book is a 
“must”. Here in one volume is the 
whole story of the application of 
statistical sampling techniques to 
auditing and accounting procedures 
up to the present time. As the grow- 
ing complexity of modern economic 
entities makes greater and greater 
demands upon the resources of the 
auditor and accountant, it is merely a 
question of time until all audits and 
all accounting systems must make 
provision for scientific sampling or 
else flounder in a morass of account- 
ing and statistical data. Current ar- 
bitrary and subjective methods of 
selecting samples will be entirely in- 
adequate in the not-too-distant fu- 
ture. This book is a step in the di- 
rection of preparing auditors and ac- 
countants for the scientific sampling 
which will be required in the fu- 
ture. No accountant worthy of his 
salt can afford not to read this price- 
less volume. 

James W. Baker 
University of Michigan 
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THE QUESTION CORNER 

The B Co. Ltd. has owned a stor- 
age depot for a number of years, the 
cost of which is a significant propor- 
tion of the cost of its total fixed assets. 
In July 1955, the City of X officially 
notified the company that the land 
and buildings constituting the storage 
depot had been expropriated as from 
that date. The machinery and equip- 
ment in the building remained the 
property of the company. 

To the present time the company 
has not been advised of the intended 
expropriation price. The company 
has paid neither taxes nor rent on 
the storage depot, which it has con- 
tinued to use, since the date of ex- 
propriation. 

Which of the following methods is 
the proper accounting treatment in 
the financial statements of the com- 
pany? 

(1) The balance in the fixed asset ac- 
count for the storage depot is pre- 
sented as in prior years under 
“Fixed assets” with a deduction 
for the same allowance for de- 
preciation as formerly. A note is 
added to the balance sheet dis- 
closing the fact of the expropria- 
tion. 

(2) The net book value of the expro- 
priated asset is shown as “Account 
receivable from City of X” on the 
asset side of the balance sheet, 
and on the other side a liability is 
shown for “Estimated rent pay- 
able to City of X”. An explan- 


BY J. E. SMYTH, F.C.A. 


Associate Professor, 
Queen’s University 


atory footnote is appended to the 
balance sheet. 

(3) The appraised value of the ex- 
propriated property is shown as 
“Account receivable from the City 
of X” on the asset side of the bal- 
ance sheet. On the other side of 
the balance sheet, the liability for 
estimated rent payable is shown 
and, also a credit item represent- 
ing the excess of the appraised 
value of the expropriated asset 
over its net book figure. 

(Submitted by D. B., a student in 

Montreal.) 


Editor's Reply 

In our opinion, the first of the 
methods mentioned would be the 
best one, at least until the amount of 
the expropriation price is determined. 
We concede that there is an argu- 
ment for showing an account receiv- 
able due from the City of X, in 
place of a fixed asset balance, if it is 
in fact the case that the legal title to 
the property has passed from the- 
company to the City; but there are 
two important arguments against 
such a treatment. First, it would not 
be realistic to show the account re- 
ceivable at the net amount assigned 
on the books of the company to 
the property in question; since “cost 
less recorded depreciation to date” is 
not intended to be a measure of the 
current value of the property but is 
really a by-product of the process of 
matching costs and revenues in the 
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measurement of the company’s in- 
come each year. Second, such in- 
formation as appears to exist at the 
moment provides no objective basis 
for estimating what the expropria- 
tion price will be, and for attempting 
to set up this hypothetical figure as 
an account receivable. 

We should prefer, therefore, the 
method by which the storage depot 
is presented on the balance sheet at 
cost less accumulated depreciation 
under the fixed assets heading, to- 
gether with a note disclosing the 
fact of the expropriation proceedings. 
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We think that the presentation on 
the balance sheet of an estimated 
liability for rent payable to the City 
is consistent only with the construc- 
tion that a balance also be shown as 
an account receivable from the City. 
Accordingly, we should not include 
such an item on the balance sheet. 
We would rely instead upon the note 
to the balance sheet, referred to 
above, to make it clear that the ex- 
propriation price when determined 
may be subject to a deduction for 
rent for the use of the property by 
the company since July 1955. 


(Comments and criticisms of the editor's reply are invited) 


CORRESPONDENCE 


Winnipeg, Man. 
Sir: Like the vast majority of my fellow 
chartered accountants, I receive consider- 
able provocation before I sit down to write 
anything to you. 

However, some parts of the solution ap- 
pearing on page 268 of the September 1956 
issue to the Final October 1955 Auditing I, 
Question 7, have prompted this letter. 


I quote the offending sections: 


(1) “If long term assets are written down, 
depreciation charges will be reduced, 
and the profit figure increased. While 
this accounting treatment will not 
provide additional funds, the com- 
pany’s competitive position may be im- 
proved if management decides that 
prices can be lowered because of the 
lower recorded costs.” By the same 
reasoning, why not eliminate all depre- 
ciation charges and obtain even lower 
costs and a still more favourable com- 
petitive position? May I suggest that 
prices are determined more by com- 
petition than by recorded costs? 


“The plan may facilitate the issue of 
additional capital stock in the future. 


(2 


~ 


A dividend rate such as 10% may ap- 
pear attractive to prospective  in- 
vestors.” Dividend returns to prospec- 
tive investors are usually based on the 
market prices of such shares rather 
than on par values. Otherwise we pre- 
sumably would have an infinite return 
on no par value shares. 

(3) “Moreover, a lower price per share will 
tap a wider section of the capital 
market.” A change in the par value of 
a share such as the question proposes 
will not necessarily materially affect 
the market price of the share. Share 
prices are affected more by dividends, 
earnings and the expectations of in- 
vestors as to future prospects than by 
par values. In this case a reduction in 
par value would hardly “tap a wider 
section of the capital market” but 
would, in my opinion, make the stock 
less saleable. 

In spite of my criticisms of this solu- 
tion, I hope the editor of the Students’ De- 
partment is encouraged by this tangible 
evidence that members as well as students 
do read his material with critical interest. 

KENNETH E. Gray, C.A. 
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PUZZLE 
Re-arrange the above figures so that all horizontal and all perpendicular 
as well as the two corner to corner diagonals add to 175 each. 


1{2]/3]4|]s5|e|7 
+s fia fn 
ea [ff fs 
22 |28 |24 | 25 |26 |27 |28 


EICICUCIENENE: 
os [arf [oo [wm far fo 
[a |u| [oa [a |e 


(Submitted by Mr. David Cooper, C.A., Victoria, B.C.) 
The solution to this puzzle appears at the end of the problems and solutions. 





PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and re- 
flect the personal views and opinions of the various contributors. They are designed not 
as models for submission to the examiner but rather as such discussion and explanation 
of the problem as will make its study of benefit to the student. Discussion of solutions 


presented is cordially invited. 


PROBLEM 1 
Intermediate Examination, October 1955 
Accounting II, Question 5 (17 marks) 


The B Co. Ltd. had, as at 31 Dec, 1949, outstanding capital stock of 1,000 
common shares of a par value of $100 each. The earned surplus at that 
date amounted to $13,000. 

On 1 Jan, 1950, B Co. Ltd. issued 1,400 additional common shares, all 
of which were purchased on that date by A Co. Ltd. at $125 per share. 

On 1 Jan, 1958, A Co. Ltd. acquired a further 600 common shares of B 
Co. Ltd. for $66,300 on the open market. 

The following relate to the operations of the B Co. Ltd.: 


Year ended Profits for the year Losses for Dividends paid 
31 Dec (before dividends) the year 31 Dec 
1950 — $12,000 — 
1951 $14,000 — $ 4,800 
1952 — 8,000 i 
1953 15,000 — 7,200 


1954 20,000 — 14,400 








THE CANADIAN CHARTERED ACCOUNTANT, FEBRUARY, 1957 s 





A Co. Ltd. has followed the practice of adjusting its investment in B Co. ( 
Ltd. for the profits, losses and dividends of the*B Co. Ltd. ‘ 
Required: i 
(7 marks) (a) Details of the account “Investment in B Co. Ltd.” as it ) 

would appear in the books of A Co, Ltd. for the period from | 
1 Jan, 1950 to 81 Dec, 1954. 
(7 marks) (b) Your computation of the goodwill which would appear on | I 


the consolidated balance sheet at 31 Dec, 1954. 
(3 marks) (c) Your computation of the minority interest in B Co. Ltd. at i 
31 Dec, 1954. : ] 


Nore: Calculations should be carried out to the nearest dollar. | 


A SOLUTION ' 
\ 
(a) Books of A Co. Ltd. 
INVESTMENT IN B CO. LTD. ; 
Date Explanation Folio Dr. Cr. Dr./Cr. Balance — 
1950 as 
Jan. 1 1,400 shs. @ $125 175,000 Dr. 175,000 
Dec. 31 Share of loss 7,000 Dr. 168,000 
1951 
Dec. 31 Dividend rec’d 2,800 Dr. 165,200 
Dec. 31 Share of profit 8,167 Dr. 173,367 
1952 
Dec. 31 Share of loss 4,667 Dr. 168,700 
1953 
Jan. 1 600 shs. @ $110.50 66,300 Dr. 235,000 
Dec. 31 Share of profit 12,500 Dr. 247,500 
Dec. 31 Dividend rec'd 6,000 Dr. 241,500 
1954 
Dec. 31 Share of profit 16,667 Dr. 258,167 
Dec. 31 Dividend rec’d 12,000 Dr. 246,167 


(b) Calculation of goodwill for consolidated balance sheet as at 31 Dec 1954 
Shareholders’ equity in B Co. Ltd. 31 Dec 1954: 





ene SA ENNRE "NINN gah Fol oe a 0 Se coe Nes wend Sa $240,000 
Contributed surplus — 1,400 shares @ $25 ................. 35,000 
Earned surplus 
Datence 3) Dec BON: ck. cook ci eee cece .. $ 18,000 
Profits, 1 Jan 1950 to 31 Dec 1954 ......... .. 49,000 
Losses, 1 Jan 1950 to 31 Dec 1954 ........... (20,000) 
Dividends, 1 Jan 1950 to 31 Dec 1954 ........ (26,400) 
SpA aOR POS MU Sig ovis is én ss oe ee ie os 15,600 
$290,600 





Equity of 2,000 shares owned by A Co. Ltd. 
BAO72 00: x BROOMIO ova oe dg cds eewin $242,167 
To be eliminated against balance in Investment in B Co. Ltd. of 246,167 


Goodwill Means Wg tidg mac tuee Se ool oars ar 38 $ 4,000 
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(c) Calculation of minority interest in B Co. Ltd. 31 Dec 1954 
Total shareholders’ equity in B Co. Ltd. 31 Dec 1954, as above $290,600 


Minority interest — 400/2,400 x $290,600 = ................... $48,433 


Editor’s Note 
An alternative method for calculating goodwill of consolidation as at 31 Dec 1954 

is as follows: 

1 Jan 1950 — Purchase of 1,400 shares @ $125 ; ae $175,000 

1 Jan 1950 — Shareholders’ equity in B Co. Ltd.: 


Share capital ; Pasig og Nt $240,000 
Contributed surplus iva toe Ul dices! ee 
SO a a rr 13,000 
$288,000 
Interest of A Co. Ltd. 
1400/2,400 x $288,000 = ........ 168,000 
$ 7,000 
1 Jan 1953 — Purchase of 600 shares .......... ei 66,300 
1 Jan 1953 — Shareholders’ equity in B Co. Ltd.: 
Share capital Pe se stom he ies ... 240,000 
Contributed surplus adh aed 35,000 
Earned surplus Pi era 2,200 
277,200 
Interest of A Co. Ltd. (additional) 
600/2;400 x S27T,200) = we ess 69,300 
(3,000) 
Goodwill of consolidation at 31 Dec 1954 ................. $ 4,000 








Examiner's Comments 

The most frequent misinterpretations on the part of candidates were (i) 
a failure to consider the effect of contributed surplus at 1 Jan 1950; and (ii) 
treating the second purchase on 1 Jan 1953 as having been made from B 
Co. Ltd. Some candidates failed to use the information obtained in part 
(a) in answering parts (b) and (c) of the question. A number of candi- 
dates ignored the note at the bottom of the question to the effect that calcu- 
lations should be carried out to the nearest dollar. 
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PROBLEM 2 


Final Examination, October 1955 
Accounting II, Question 6 (25 marks) 


CA, the shareholders’ auditor of J Co. Ltd., a company incorporated 
under The Companies Act (Canada), has been requested by the manage- 
ment to assist in the preparation of the company’s annual financial state- 
ments for the year ended 31 Oct 1954. The company’s bookkeeper has 
prepared the following trial balance of the general ledger: 


J. CO. LTD. 
TRIAL BALANCE OF GENERAL LEDGER 
31 Oct. 1954 
Dr. Cr 
Accounts receivable EN t as oo pe ee i Sok SO 
Accounts payable : eM we ees errey Dery ae ; $ 100,000 
Buildings and equipment .. RU adi ec Minn zeae GIAE LAR GS: 1,400,000 
Cash PUR nem Shee eda Oia gawes ti aah Aven y (es 275,000 
EEE Ey seco a didi sie oy Sues Bde CESS ae OHA 1,150,000 
DUM EMNIIIIOS 1 EOOUMES coco cc osc oo neces dan db tier cen Ss 300,000 
nn ET rn AS i et Mes fie Sw GR ae 658 700,000 
Investments ES SRO Oe le AEE RE Se Pale Fe pee 400,000 
SOE OAR, os ess no oko es Seed eeeas ees 300,000 
SR EN ge ree air eA oh cocci Ota gine eee ates & 250,000 
TUN NS As, ash) soph Ms bis eA a 345,000 
er re 500,000 
gO ee ee 650,000 
Reserve for doubtful accounts ........................... 20,000 
Reserve for taxes on income ..... hich Sd IO A ah ik CR Oe 160,000 
Share capital ENS Ae ieast tart Gh eee cRee meee Air sata 500,000 


$3,725,000 $3,725,000 


CA ascertains that, during the year ended 31 Oct 1954, the directors 
and shareholders of the company took the following action in chronological 
order: 

(i) Paid a tax of 15% on the company’s undistributed income on hand 
at 31 Oct 1949 following its election under section 105 of The 
Income Tax Act. 

(ii) Reduced the company’s authorized share capital by cancelling the 
1,250 redeemable preference shares under the provisions of supple- 
mentary letters patent. 

(iii) Increased the company’s authorized share capital by creating 
1,000,000 redeemable preference shares of a par value of $1 each. 
The increase was confirmed by supplementary letters patent. 

(iv) Issued 60,000 redeemable preference shares of a par value of $1 
each as a stock dividend from tax-paid undistributed income to 
common shareholders of record 1 May 1954. 


< 





ri 
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(v) Redeemed at par 60,000 redeemable preference shares of a par 
value of $1 each. 

(vi) Declared, on 1 Oct 1954, a stock dividend of 60,000 redeemable 
preference shares of a par value of $1 each to be issued from tax- 
paid undistributed income to common shareholders of record 1 Nov 
1954. 

CA’s examination also discloses the following information: 

(1) The company’s undistributed income on hand as at 1 Oct 1949 
was assessed by the tax department as $1,000,000. 

(2) The stock dividend declared on 1 Oct 1954 was issued in Novem- 
ber 1954 and the 60,000 redeemable preference shares of a par 
value of $1 each were redeemed at par the same month. 

(8) The company had guaranteed to the extent of $50,000 a bank loan 
to the subsidiary company. As at 31 Oct 1954 the loan amounted 
to $25,000. 

(4) The accounts receivable include advances to directors amounting 
to $40,000 and to subsidiary company amounting to $75,000. 

(5) The inventories are valued at the lower of average cost or market. 

(6) The fixed assets and investment in subsidiary company are carried 
in the accounts at cost. 

(7) The accounts payable include land taxes payable of $35,000. 

(8) The investments, which have been carried in the accounts at cost, 
are Government of Canada bonds with a market value of $395,000 
as at 31 Oct 1954. 

(9) The bonds payable bear interest at 4% and represent the balance 
outstanding of the original issue of $500,000. The amount of the 
authorized issue was $1,000,000. The bonds mature in annual in- 
stalments of $50,000 on 1 June of each year. 

(10) The company’s authorized share capital as at 31 Oct 1953 com- 
prised 1,250 44% redeemable preference shares of a par value of 
$100 each and 100,000 common shares of a par value of $10 
each. No preference shares were issued and outstanding as at that 
date and only 50,000 common shares were issued. 


Required: 

The balance sheet and statements of surplus, in the form that you would 
recommend for submission to the shareholders and for inclusion in the com- 
pany’s 1954 annual report. 
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A SOLUTION 
J. CO. LTD. 
BALANCE SHEET AS AT 31 Ocr 1954 
ASSETS 
Current Assets . ' 
hn aac 5 hbk BA MO $ 275,000 ) 
Accounts receivable ................... . $ 285,000 ' 
Less allowance for doubtful accounts ....... 20,000 
265,000 
ARUTIONR ED MINIS as cl Ga Ged Sait J 2s es : 40,000 j 
Investments, at cost (market value, $395,000) ........... 400,000 ' 
Inventories, at the lower of average cost and market , 700,000 ‘ 
ae 
ee ee $1,680,000 
Investments in and advances to subsidiary company } 
Shares in subsidiary company, at cost .................. 300,000 
Advances to subsidiary ............. Bene Eat Miers S 75,000 
375,000 
Fixed assets 
Land, at cost ... A Saree ee Se 250,000 
Buildings and equipment, at on iScakce.. SRR 
Less accumulated depreciation to date ...... 650,000 
750,000 
Total fixed assets ... ned Prasat ek em 
$3,055,000 
LIABILITIES AND SHAREHOLDERS EQUITY 
Current liabilities 
Accounts payable BO et Ale rah wiosn oc ana Peet, .. $ 65,000 
Land taxes payable ..... Baths MRS AR Biker Res shee 35,000 
eI MR OEN NINO Fei Go os hve tiv ad Sadassaces , 160,000 
Bonds payable (instalment deo 1 Sue BOD iadnu sews 50,000 
Total current liabilities .................. au oes $ 310,000 
First mortgage bonds, 4%, maturing in annual in- 
stalments of $50,000 from 1 Jun 1955 - 1960 
Authorized Pe caret AAA aah Wet NA AB Pes $1,000,000 
TN eee ere are ar 500,000 
Less redeemed to date ................. 200,000 
instalment due 1 Jun 1955 (see above) 50,000 250,000 
250,000 


Pritgs MEERA Se hark Aten vee Apes ett en bye ea ce eld 560,000 








t 
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STUDENTS DEPARTMENT 


Shareholders equity 
Share capital 
Authorized: 
Redeemable preferred shares, 4%, 
1,250 shares of a par value of $100 each 125,000 
Less cancelled during the current year 
by supplementary letters patent, 
PE MNO. 6 eis hide dtw ens 125,000 


Redeemable preferred shares, 

1,000,000 shares of a par value of $1 each 
Common shares, 

100,000 shares of a par value of $10 each 


Issued: 
Redeemable preferred shares, par value $1 
I RES Ie ion hte tan 60,000 
Less redeemed during current year .... 60,000 





Redeemable preferred shares, par value $1 
60,000 shares declared as stock dividend 
1 Oct 1954, to be issued 1 Nov. 1954 .......... 
Common shares, par value $10 
Ne Ne ee SY. 5 aleve 
Total paid-in Capital .........5 2455. 
Tax paid undistributed income, per statement stacked . 
Earned surplus, per statement attached ............. 
Capital surplus, arising from redemption of veleenelile 
preferred shares SAP RAVE SA EE ne SS 
Reserve for contingencies Deitee rite et Ny Ae oe. ¢ Aas rene 


Total shareholders equity .............. 


Contingent liability — guarantee of bank loan of subsidiary, 
$50,000, of which $25,000 is outstanding. 
J. CO. LTD. 


STATEMENT OF EARNED SURPLUS 
for the year ended 31 Oct 1954 


EI —- 0a EE Se ge Guia ht ME Pn Ca, 


Less — amount in respect of 1949 and prior years 


transferred to tax paid surplus ...........-...06 550005 


Rae =" Oy TOR UNO EOE kk oss 1 Oe hee Sooo Seed us 


Less — transfer to capital surplus under requirements 


me sec. Gl vor Companies Act: 2... 26 ec. eccees ses as 
SC GROCER Coli ies For os Eb s ca ehtanace taiwan Bie 


2,000,000 


1,000,000 


1,000,000 





60,000 


500,000 


560,000 


730,000 
645,000 


60,000 


500,000 
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2,495,000 
$3,055,000 








$1,360,000 


1,000,000 
360,000 
345,000 
705,000 


60,000 
$ 645,000 
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J. CO. LTD. 


STATEMENT OF Tax Pap UNDISTRIBUTED INCOME 
for the year ended 31 Oct 1954 


Amount transferred from earned surplus ................... $1,000,000 
Less — tax paid thereon under sec. 105 of 

IS NIE cs ished oie cae ce wie a $150,000 

Dividends declared in redeemable 

SOIR TOR. ook ds ce devwtakasnass 120,000 270,000 


SMR ENO MUMEENUNE cin, 85 a So oy wai Ce hy bee OM oble knew ap oidle bine bs $ 730,000 


Examiner's Comments 


The examiner reports that the most common error was a failure to 
isolate or to comment upon the amount of tax-paid undistributed income. 
Some candidates made rather elementary errors such as showing stock divi- 
dends as a current liability, applying the allowance for bad debts against 
advances to directors and to subsidiaries, and neglecting the effect of section 
61 of the Companies Act (Canada). 


SOLUTION TO PUZZLE 


Rule 1: Insert No. 1 in the centre of the top horizontal line. (The problem could also 
be solved by beginning in the centre of the bottom line — working in reverse.) 

Rule 2: When you insert the figures always proceed to the right and up — diagonally. 
Rule 3: When you insert a figure on the top horizontal line (from which you cannot 
proceed to the right and up), insert the next figure in the space at the bottom of the 
next upright column, again proceeding to the right and up. When you insert a figure in 
the space at the extreme right of the top horizontal line, insert the next figure immediately 
below it. 

Rule 4: When you insert a figure in the upright column at the extreme right, insert the 
next figure at the extreme left in the horizontal row above. 

Rule 5: When proceeding to the right and up and you come to a space already filled, 
place the next number under the last number inserted. 

















NEWS OF OUR MEMBERS 


Alberta 

R. I. Smith, C.A. announces the admis- 
sion to partnership of R. J. Weiers, B.A., 
B.Ed., B.Com., C.A. Henceforth the prac- 
tice of their profession will be carried on 
under the firm name of Smith & Weiers, 
Chartered Accountants, with offices at 109 
Petroleum Bldg., Edmonton. 


Ontario 

M. A. Hassal, C.A. announces the re- 
moval of his office to Ste. 302, 1 Duke St., 
Hamilton. 

Samuel Diamond, C.A. and Jack Good- 
field, C.A. announce the formation of a 
partnership for the practice of their pro- 
fession under the firm name of Diamond & 
Goodfield, Chartered Accountants, with of- 
fices in the Lawrence Plaza, Ste. 218, 534 
Lawrence Ave. W., Toronto. 

Robert W. Adams, C.A. announces the 
admission to partnership of James K. Hun- 
ter, C.A. Henceforth practice of the pro- 
fession will be conducted under the firm 
name of Robert W. Adams & Co., Chart- 
ered Accountants, with offices at Ste. 1301, 
55 York St., Toronto. 

Bernard C. Kurtz & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of Samuel H. Cohen, C.A. Hence- 
forth the practice of their profession will be 
carried on at Ste. 448, 12 Richmond St. E., 
Toronto. 

Charles V. Langdon, C.A., Toronto, was 
recently appointed a Queen’s Counsel. 

Lever & Hoskin, Chartered Accountants, 
announce the removal of their head office 
to 212 King St. W., Toronto. They fur- 
ther announce that Mr. E. B. Hodgens, 
C.A. has been admitted to partnership and 
that the firm will now practise under the 
name of Lever, Hoskin & Co. 





Quebec 

Louis A. Kravitz & Co., Chartered Ac- 
countants, announce that henceforth the 
practice of their profession will be carried 
on under the firm name of Kravitz, Sazant 
& Co., Chartered Accountants, with offices 
at Ste. 215, Board of Trade Bldg., 300 St. 
Sacrament St., Montreal. 

McDonald, Currie & Co., Chartered Ac- 
countants, and Cooper Brothers & Co., 
Chartered Accountants, practising in Can- 
ada, announce the formation of the in- 
ternational firm of Coopers & Lybrand. 
Other members of the international firm 
are Cooper Brothers & Co. Chartered Ac- 
countants, practising in the United King- 
dom, Continental Europe, Australia, New 
Zealand, Belgian Congo, Central, East, 
South and West Africa, and Singapore, and 
Lybrand, Ross Bros. & Montgomery, Certi- 
fied Public Accountants, practising in the 
United States of America. The existing 
practices in Canada will be carried on as 
previously by McDonald, Currie & Co. and 
Cooper Brothers & Co. 

H. C. Cox, C.A. has been appointed sec- 
retary of Distillers Corporation-Seagrams 
Ltd., Montreal. 

Henry Dainow & Co., Chartered Account- 
ants, and Harold Alper, C.A. announce the 
formation of a partnership for the practice 
of their profession under the firm name of 
Dainow, Alper & Co., with offices at 417 
St. Peter St., Montreal. 

Roger Couture, C.A. annonce l’ouverture 
d’un bureau pour pratiquer sa profession a 
1220, lére avenue, Québec. 

W. E. Falconer, C.A. has been appointed 
controller of The Gillette Safety Razor Co. 
of Canada, Ltd., Montreal. 

Provost & Provost, Chartered Account- 
ants, announce the opening of an office at 
1473 Joliette St., Montreal. 
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René Lemire, C.A. announces the open- 
ing of an office for the practice of his pro- 
fession at 3189 Masson St., Montreal. 

Payne, Patton & Pugsley, Chartered Ac- 
countants, announce the admission to part- 
nership of Donald W. Burke, C.A., Mont- 
real. 

Jos. L. Waxman, C.A. announces the ad- 
mission to partnership of Asher Garbuz, 
C.A. Henceforth the practice of their pro- 


fession will be carried on under the firm 
name of Joseph L. Waxman & Co., Chart- 
ered Accountants, with offices at 1430 
Bleury St., Montreal. 


Saskatchewan 
Frank Copithorne, C.A. has been ap- 
pointed assistant general manager — ad- 


ministration, of the Saskatchewan Power 
Corporation, Regina. 


INSTITUTE NOTES 


WINDSOR AND DISTRICT C.A. 
ASSOCIATION 

At a meeting of the Windsor and Dis- 
trict Chartered Accountants Association on 
November 26, Mr. J. R. M. Wilson, presi- 
dent of the Ontario Institute, gave an ad- 
dress on the state of the profession. 

The annual ladies night was held on 
December 4 at the Elmwood Casino, tak- 
ing the form of a dinner dance preceded 
by a cocktail hour. Special guests of the 
Association were Dr. W. N. Wilson, presi- 
dent of the Essex County Medical So- 
ciety, and B. H. Yuffy, president of the 
Essex Law Association, and their ladies. 


ALBERTA INSTITUTE 
Presentation Meeting — The Alberta Insti- 
tute held two presentation meetings, one 
in Edmonton on January 11 and the other 
in Calgary on January 12, at which certifi- 
cates of membership were presented to the 
successful candidates in the 1956 examina- 
tions. On both of these occasions Mr. W. 
Givens Smith, F.C.A., president of the Can- 
adian Institute, spoke briefly on the growth 
and progress of the profession in Canada. 
The formal ceremonies were followed by a 
dinner and dance under the sponsorship of 
the Chartered Accountants Club in each 
city. 

Change in Officers — On grounds of ill 
health, John P. McClary submitted to the 


Institute Council his resignation from the 
office of president. The resignation was 
accepted, with regret, at the Council meet- 
ing of December 15, 1956. Mr. McClary 
continues as a member of Council. 

New elections were held on December 15 
and the following officers were elected for 
the remainder of the 1956-57 year: presi- 
dent, C. A. Richards; vice presidents, J. G. 
Simonton, G. E. Gee; secretary, J. A. Wil- 
liams; treasurer, H. G. Thomson. 


C.A. CLUB OF OTTAWA 
J. Harvey Perry, Director of the Cana- 
dian Tax Foundation, was guest speaker at 
a luncheon meeting of the Chartered Ac- 
countants Club of Ottawa on December 13, 
1956. 


QUEBEC INSTITUTE 

The Young Men’s Section of The Mont- 
real Board of Trade has invited all chart- 
ered accountants in the Montreal area to 
attend a forum on Operations Research on 
February 6 at 7 p.m. in the Exchange Hall, 
Board of Trade Bldg., Montreal. The 
panel includes Dr. O. M. Solandt, Assist- 
ant Vice-President, Research and Develop- 
ment, Canadian National Railways, Dr. P. 
J. Sandiford, Director of Operations Re- 
search, Price Waterhouse & Co., and Dr. 
Joseph McClosky, Professor, Case Institute 
of Technology, Cleveland. The forum is 
being held to bring together a group of 





ERE 
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authorities on Operations Research and 
business executives of the Montreal area 
so that they may exchange views on the 
multiple benefits that Operations Research 
is making available to business and indus- 
try. The Quebec Institute welcomes the 
opportunity for its members to participate 
in a program of this kind. 


ONTARIO INSTITUTE 


Affiliation — The following were admitted 
to membership by affiliation on December 
14, 1956: F. C. Pugh (Que. ’83), J. P. Og- 
den (Eng. 56), D. A. Williams (Sask. 
’47), T. A. Logette (Que. ’55). 
Certificate Presentation — The ceremony of 
presenting certificates to the 176 new mem- 
bers by examination will be held on Friday, 
February 8, 1957 at 3:15 p.m. in the Royal 
York Hotel. Mr. W. M. Brace, F.C.A., the 
immediate past president, will give the ad- 
dress of welcome to the new members. 
Anniversary Dinner — The 74th anniversary 
dinner of the Institute will be held on 
Friday evening, March 8, 1957 in the Royal 
York Hotel. Mr. W. H. Rea, F.C.A., presi- 
dent of Canadian Oil Companies, will be 
the guest speaker. He will talk about his 
recent trip to Russia. 

Annual Conference 1957 — Dr. Sidney 
Smith, president of the University of Tor- 
onto, has kindly consented to be the guest 
of honour and speaker at the dinner to be 
held during the Annual Institute Conference 
at the University of Toronto, next June 17. 
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University Cooperation — Representatives of 
8 Ontario universities met at the Institute 
on December 20, 1956 at the invitation of 
the president, Mr. J. R. M. Wilson, to dis- 
cuss with senior officials of the Institute the 
possibilities of closer cooperation in teaching 
and research in the fields of accounting and 
auditing. During the one-day conference 
the members explored means by which the 
Institute might assist the work of the De- 
partments of Commerce and Business Ad- 
ministration of the universities. The meet- 
ing proved fruitful and a number of recom- 
mendations are now being considered by 
the Council. They include the possibility 
of the Institute providing matriculation 
scholarships and financial assistance for re- 
search by accounting professors. 


Revision of By-Laws — The revised by-laws 
which were approved by the Council on 
October 22 were submitted to the members 
at the general meeting held on November 
30. The members present at the meeting 
approved the new by-laws and the rules of 
professional conduct and confirmed the edu- 
cational requirements as presented. This 
made effective the Chartered Accountants 
Act 1956 and the operations of the Insti- 
tute are now governed by the new Act and 
by-laws. 


List of Members — A list of Institute mem- 
bers as of June 1956 has been printed 
from the type used in the preparation of 
the Canadian Institute Directory. It was 
distributed to all members in January 1957. 


The editor welcomes information for this column. News of members and 
provincial Institutes’ activities received up to and including the 13th of the 
month will appear in the following issue of the journal. 








R. WINSLOW HAMILTON 

The Institute of Chartered Accountants of 
Alberta announces with deep regret the 
deaths of R. Winslow Hamilton and _ his 
wife, Jean Christian Hamilton, who were 
passengers on the T.C.A. plane that dis- 
appeared on a flight from Vancouver to 
Calgary on December 9, 1956. 

Mr. Hamilton was born in Liverpool, 
England, on March 26, 1911 but spent 
most of his life in Edmonton. He gradu- 
ated from the University of Alberta in 1931 
with a Bachelor of Commerce degree, win- 
ning first class general standing and the 
medal for the highest standing in his final 
year. Two years later he obtained the In- 
stitute’s prize for the highest aggregate 
standing in the final examinations in 1933. 

Mr. Hamilton served on the Institute 
Council from 1944 to 1949 and was presi- 
dent in 1946-47. He was made a Fellow 
of the Alberta Institute in 1952. 

As a partner in Winspear, Hamilton, An- 
derson & Company, Mr. Hamilton earned 
an outstanding reputation in the profes- 
sion, particularly in the field of public 
utility finance. He was a director or officer 
of more than 30 western companies. He 
served as an alderman in Edmonton and 
was a candidate for mayor in 1945. He 
was chairman of the University Hospital 
Board, President of the Edmonton Club 
and District Governor of the Optimist Club. 

Mr. and Mrs. Hamilton are survived by 
two teen-age daughters. The Council and 
members of the Institute extend sincere 
sympathy to them in their bereavement. 


ERNEST BAKER 
The Institute of Chartered Accountants 
of Saskatchewan announces with deep re- 
gret the death of Ernest Baker on No- 
vember 29, 1956. 
Mr. Baker received a Bachelor of Science 
in Accounting degree from the University 


OBITUARIES 









of Saskatchewan in 1927 and was admitted 
to the Saskatchewan Institute in 1928. 

Up to the time of his death, he was a 
member of the firm of Baker-Wilkinson & 
Company, Prince Albert, Saskatchewan. 

The members of the Institute extend their 
sincere sympathy to his bereaved family. 


O. A. FERRIER 

The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
death of O. A. Ferrier. 

Mr. Ferrier was born on April 10, 1890. 
He became a certified general accountant in 
1920 and in 1927 became a member of 
of the Corporation of Public Accountants of 
Quebec. In 1946 he was admitted to mem- 
bership in the Institute of Chartered Ac- 
countants of Quebec. He practised his 
profession alone for many years. 

Mr. Ferrier was a member of the Royal 
Astronomical Society. 

To his sister, the members of the In- 
stitute and Council extend their sincere 
sympathy. 


F. ROMEO PAQUET 

L’'Institut des Comptables Agréés de 
Québec annonce avec un profond regret la 
mort de F. Romeo Paquet le 3 décembre 
1956. 

Monsieur Paquet est né le 4 aoit 1880 
et a été admis comme membre de l'Institut 
des Comptables Agréés de Québec en avril 
1946. Il faisait auparavant partie de la 
Corporation des Comptables Publics de la 
Province ou il avait été admis comme mem- 
bre en avril 1927. Monsieur Paquet ouvrait 
son propre bureau en 1915 et en 1946 il 
devenait employé, 4 temps partiel, par la 
compagnie Granger Fréres Ltée. II s’était 
retiré des affaires en 1954. 

A Madame Paquet ainsi qu’a la famille, 
les membres de l'Institut et le Conseil 
expriment leur sincére sympathie. 
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CLASSIFIED ADVERTISEMENTS 


All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





CHARTERED ACCOUNTANTS: We re- 
quire men with extensive knowledge of ac- 
counting for METHODS AND SYSTEMS 
sales work for accounting and statistical 
equipment. Good permanent salary plus 
bonus after training period. Training 
courses cover all phases of the activity. Ex- 
cellent opportunity for high earnings and 
promotion to executive responsibilities. If 
you are age 24 - 32 years and interested ina 
merchandising career with one of the larg- 
est companies in the Office Equipment In- 
dustry, please contact Burroughs Adding 
Machine of Canada, Limited, Toronto or, 
in all major cities. 


FINANCIAL ANALYST: Ford of Canada, 
Windsor, Ontario, requires a chartered ac- 
countant with initiative and the ability to 
analyze financial statements and other op- 
erating reports and to prepare presentations 
for management. This is a responsible po- 
sition offering a promising future. Salary 
will be well in line with the experience 
and ability of the applicant. Employee 
benefits include company paid life insur- 
ance, Blue Cross Hospitalization, Windsor 
Medical Services. 

Please reply by letter outlining qualifica- 
tions in detail to: 

Employment Section — Salary 
Industrial Relations Office 
FORD MOTOR COMPANY OF CANADA, 
Limited 
Windsor, Ontario. 

CHARTERED ACCOUNTANT, B.Com., 


Jewish, age 29, desires responsible posi- 
tion with public firm offering prospect of 








eventual partnership arrangement. Box 
629. 
BILINGUAL CHARTERED ACCOUNT- 


ANT AVAILABLE, 25 years old, 1956 
graduate with varied experience seeking 
position with practising firm or in indus- 
try where there would be possibilities of 
advancement. Box 632. 





PRACTICE WANTED: Chartered ac- 
countant wishes to extend practice in 
Montreal by purchase or succession agree- 
ment. Box 626. 

B.C. FIRM OF CHARTERED ACCOUNT- 
ANTS require recent graduate to take over 
operation of a C.A. practice in Interior 
B.C. city on a resident partner basis. Basic 
salary, profit sharing and ownership equity, 
no initial investment required. Excellent 
opportunity for growth factor. Reply in 
confidence giving age, education, experi- 
ence to Box 628. 

CHARTERED ACCOUNTANT: Required 
as secretary-treasurer and office manager of 
progressive manufacturing company in 
Niagara Peninsula. Excellent prospects. 
Reply giving full particulars, a recent 
photograph and salary expected to: John 
Funk & Assoc. Ltd., Management Consult- 
ants, 25 Academy St., St. Catharines, Ont. 
VANCOUVER ISLAND firm of chartered 
accountants requires services of chartered 
accountant. Please send complete sum- 
mary giving your age, qualifications and 
experience, etc to Box 627. 

RECENT GRADUATE required by Toron- 
to firm of Chartered Accountants. Re- 
muneration will be based upon experience 
and qualifications with prospects of ad- 
mission to the firm for the right person. 
Give particulars of experience, in own 
handwriting, also age and marital status. 
Box 630. 

SENIOR OR INTERMEDIATE STU- 
DENT required for expanding C.A. practice 
in Southwestern Ontario. Partnership 
prospects are excellent for young man with 
management abilities and desiring a career 
in public accounting. Reply stating educa- 
tion, experience, age and other personal 
details to Box 631. 

CHARTERED ACCOUNTANT (Irish) 26 
years of age qualified and in practice two 
years, seeks position. Travelling to Canada 
April 1957. Details to Box 23541 Kenny’s 
Advertising Agency, Dublin, Ireland. 
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PROFESSIONAL CARDS 





MACLEOD, RILEY, McDERMID, DIXON & BURNS 


Barristers & Solicitors 


62 Hollinsworth Building - - - Calgary, Alta. 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND - HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 
Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 
Roy Building - - . - Halifax, N.S. 


ROSS & ROBINSON 
Barristers and Solicitors 
Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - : - Toronto 1, Ont. 


ALAN DIGNAN, Q.C. 
Barrister and Solicitor 
Bloor Street & St. Clarens Avenue  - . Toronto 4, Ont. 
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OSLER, HOSKIN & HARCOURT 
Barristers and Solicitors 
The Dominion Bank Building, 68 Yonge Street - Toronto 1, Ont. 


PLAXTON & COMPANY 
Barristers and Solicitors 
Suite 1207, 820 Bay Street - - -  - Toronto 1, Ont. 





WRIGHT & McTAGGART 
Barristers and Solicitors 
67 Yonge Street - - - . - Toronto 1, Ont. 


BEAULIEU, BEAULIEU & CASGRAIN 
Barristers and Solicitors 
Kent Building, 10 St. James Street West - Montreal 1, Que. 


DIXON, SENECAL, TURNBULL, MITCHELL, STAIRS, 
CULVER & KIERANS 


Barristers and Solicitors 


Bank of Canada Building - . Montreal 1, Que. 


LEMAY & ROSS 


Barristers and Solicitors 


132 St. James Street West - - -  - Montreal 1, Que. ~ 


McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 


Barristers and Solicitors 
Royal Bank Building - - - - Montreal 1, Que. 
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PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 
Barristers and Solicitors 
464 St. John Street its FRE \oee ae Montreal 1, Que. 


STIKEMAN & ELLIOTT 
Barristers and Solicitors 
505 Bank of Canada Building - - Montreal 1, Que. 


PRATTE, TREMBLAY & DECHENE 
Barristers and Solicitors 
Bank of Montreal Building, 35 Palace Hill - 


MacPHERSON, LESLIE & TYERMAN 
Barristers and Solicitors 


1855 Rose Street - - - Regina, Sask. 


LIFE INSURANCE 


JAMES CROSSLAND, C.L.U. 
Estate Analysis, Business and Personal Life Insurance 
MUTUAL LIFE ASSURANCE CO. OF CANADA, 50 KING ST. W., TORONTO 


SOL EISEN 


DEFERRED EXECUTIVE COMPENSATION PLANS 
PENSION CONSULTANT INSURANCE COUNSELLOR BUSINESS INSURANCE 


Since 1936 specializing in employer-employee benefit and pension plans. 
THE CANADA LIFE ASSURANCE COMPANY, 880 UNIVERSITY AVE., TORONTO 
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Why is ADDO-X famous the world over? 
Because of the lightning, finger-tip opera- 
tion? Because of the smooth, noiseless 
action? Because of the modern, functional 
design? These are some of the reasons. Let 
your operators discover the many other 
exciting, new features. For a free demonstra- 
tion in your own office, on your own work, 
contact the dealer nearest you. 


National Distributor: 
M.P. Hofstetter 
LIMITED 
265 DAVENPORT RD., TORONTO 


World Famous 





Downtown Library, 
Business & Commerce v.% 
121 Gratoit Ave., 


Detroit, iwibvile Uo We 
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* Integrated Data Processing is a modern automation method of 
mechanizing paperwork. By a single typing, paperwork can be inte- 
grated between locations through teletype. Thus, with IDP you 
can distribute data across the city or across the country through 
one simple operation and without “paperwork lag’’. 

Moreover, this time-saving method is based on today’s modern 
“mechanical languages”, so the punch tape shown here can ac- 
tuate many different types of business machines, increasing still 
further the usefulness of IDP. 

Consult Bell Telephone communications specialists on IDP and 
how data processing can be integrated between offices, factories 
and warehouses. With maintenance service as close as your local 
telephone office, Bell Teletype equipment is your dependable com- 
munications component of IDP systems. 


For the booklet ‘‘Bell Teletype’s Place In Your es 
IDP Program’’, write or phone (collect) to: Pie 
MONTREAL —G. R. Zwinge, Sales Manager, 1060 
University St. — Tel: UN. 6-3911 : { 


TORONTO — J. A. Capell, Sales Manager, 393 Uni- 
versity Ave. — Tel: EM. 8-3911 


THE BELL TELEPHONE COMPANY OF CANADA 
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